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ny provide picture of healthy financial performance having robust furnover, low debt and

s. On above basis, he is absolutely satisfied that money invested by him is sofe and there isno
 of losing his money. Do audited results and audit reports of comparies provide such assurance to.
tors like Lalji Bhai? Is thinking of Lalji Bhai correct? v

Q\ﬂdﬂ does not provide assurance to investor in shares regarding safety of his money. Share prices
of securities are affected by range of factors, An audit only provides reasonable assurance that financial

statements are free from material misstatement whether due to fraud or error, Hence, thinking of Lalji
Bhai is not correct.

6ood deeds Limited is engaged in business of recycling of wastes from dumping grounds of municipal
corporation of Indore to usable manure. It is, in this way, also, helping to make the city clean. During
course of audit by Zoha & Zoha, a firm of auditors, it is observed by auditors that company has reczived
a notice from Central Bench of National Green Tribunal for not following certain environmental
m mvolvu i0 risa tary penalty on the company. The company is yet fo reply
Q grm ;ﬁ fh%%aﬁe is not stated in notes to accounts in financial statements.
The company points out Tha‘r auditors are going beyond scope of their work.
Does such a matter fall within scope of audit?

Solution

Proper disclosure of financial information is well within scope of audit.

Question 3

A huge fire broke out in NOIDA plant of KT Limited. Plant assets comprising building, machinery and
inventories were insured from branch of a public sector insurance company. Apart from an insurance
surveyor who was deputed for assessing loss, the regional of fice of insurance PSU also appointed a CA
for verification of books of accounts/ financial records of the company and circumstances surrounding
the loss. He was also requested to submit an early report. Would the report by CA in nature of audit

report?

Solution

Appointment of CA for verification of books of accounts/financial records and circumstances
surrounding the loss is for a specific objective to determine genuineness of loss and any issue affecting
liability of insurance company. It is an investigation and not in nature of audit report.

Audit OB by CA Shubham Keswani 1
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e T partal and o180 made confipqy g leg| 0 be documented unless it is clear. Hig re

yilg 10 &5 he attention to such departure,

bained by the a8 part of audit exercigg , Hss

clal statements reflected true ang g, ,“% _ Question 6 BRI S
yy| Susstlr R

: ‘ Ak o, e
' The auditors of a company have only relled upon management re

of certain tax matters under appeal by the company, The auditors have not carried out any oth
procedures to justify management's treatment of the said fax matters under appeal In the financi
statements. What is lacking on part of auditors in such a situation? %

-, ’

[

PR

‘_;i._,_..a%._c_. ?é.ons.__a%ﬁ%u from op
sl !v_ | voluee by colluding with unethical dealers, Paymentg +“
"1« yith occountant through banking ehannel, The Partneps of
A parthers of 1 COPPect n the view pain gy - Solution
2 In the given case, auditors have relied only upon management representation letter regarding treatr
of certain tax matters under appeal by the company. No other audit procedures to verify management’
treatment of such matters under appeal have been performed by auditors, Tt shows lack of “professional
i R of the fiem. The infernal control has not operated der - skepticism” on part of auditors. L i :

P ‘._E_: limitation of internal control itself. The auditor has relieq Upon |
y nature of financal reporting that management s responsible for devisiyg

I controls. This is an inherent limitation of oudit.
.«.W._nw._r M

Correct/Incorrect (ICAL SM) RS
State with reasons (in short) whether the following statements are correct or incorrect: P

. (1) The basic objective of audit does not change with reference to nature, size or form of an entity
o t of Exotic Tours and Travels Limited requests its auditor n&.,,_ & Co.to provide an | Correct: An audit Is an independent examination of financial information of any entity, whether profit
AsSuranc: 2“:3 o the financial information for first quarter of a year by skipping required defailed oriented or not, and irrespective of its size or legal form, when such an examination is conducted with a
- procedures. Can Raja & Co, provide such a report? What would be nature of such a report? Would it be view 1o expressing an opinion thereon. It is clear that the basic objective of auditing, i.e., expression of

| y for them to obtain sufficlnt appropriate evidence In such o cose? Ec_;:.o: on financial statements does not change with reference to nature, size or form of an entity.

Soluth w

«cn__ v_..aol would be me; The purpose of an audit is to enhance the degree of confidence of intended users in the financial
M i nature of Sreview’. However, auditors would hove to obtain sufficient Ostatements
~ Gppropriate evidence. =

! R o ..E?:.E t: Ag per SA 200 *Overall Objectives of the H.a%n&a& .\EA_:% and the Conduct of an %a: in
CA. P Baby ..583523 audit of :B.xa,_ sfat i | m\fc_.%.: ¢ with Standards on Auditing”, the E%&n of o:. audit is to enhance :._n degree &. n.oiagnn
obtain external confirmations { atements of Quick Buy Private Limited, He was not able togof intended users in the financial statements. This is achieved by the .axu_.num_o: &. an opinion by Jrn

rom certaln debtors due 1o practical difficulties and peculiar {3auditor on whether the financial statements are prepared, in all material respects, in accordance with

circumstances, However, such o pro
y ’ cedure i mandated 4 . Bt . !
Unable fo obtain external confi e under one of Standards on Auditing m:: applicable financial reporting framework,

ese debtors, he relled ypo
e-invoices, e-way bills and also 1 e relled upon sale details 1o these parties, b
woy raced payments frop | . o : educe . t therefore obtain
- was reasonably sotisfied with o udit evidence o hese parties in bank accounts of the company. He i1y The auditor is not expected to, and cannot, reduce audit risk to zero and cannot there

fdined, - P X . . e free fr ‘Jal misstatement due to fraud or
Felating 16 hot following o bl d, 18 there any ofher reporting duty cast upon him " absolute assurance that the financial statements are free from material misstatem

" e of Stondards on Augiying> o
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: ‘ \ pe of Audit f

i wgaeﬁ,& fo, .Q_a cannot, reduce aygjy zu_” vi) the statement of accounts present a true and fair picture of the operational result: ah.o.u“_ M”.n.
that the financia statements are fne, from assets and liabilities, g

< there are inherent limitations of ah ayg;
e ; t
graws conclusions and bases the qg; i estion 2 ot
auditor € alditgg | R o)

d‘ww
onwhich the

PACE is proprietorship firm of Mr Abhinay engaged in the manufacturing of textile and hand
products. It sells its finished products both in the domestic as well as in the infernational market The
.—%, pg/SM Questions company is making total turnover of Rs. 50 crores. It has also availed cash credit limit of Rs. 5 n_..o..&

e , from Axis Bank. In the year 2017-18, proprietor of the firm is worried about the financial position of
the company and is under the impression that since he is out of India, therefore firm might run info
losses. He approaches CA Mahesh about advantages of getting his accounts audited throughout the year
so that he may not suffer due fo accounting weaknesses. Advise regarding advantages of geffing
accounts audited. (MTP Mar19)

Sn-.«i.ﬁ financial statements would not Sleqg
ina. RTP May'20 + MTP Oct'21) OR

financial information of any entity, whether profit orienteq o
such an examination is conducted with a view 4,

,gigfiaaﬁe.{??% B i tosk s Solution
s g o ™ . . 0
~ expressing an opinion thereon.” Explain stating clear™ _M._M S”cﬂwu (MTP 02__% L TPAT S zﬂ ould take |, Audited accounts provide high quality information. It gives confidence o users that information on
3 which they are relying is qualitative and it is the outcome of an exercise carried out by following

 care to ensure that financial statements would not mis
. Auditing Standards recognized globally.

w5

Solution

; : o Incase of companies, shareholders may or may not be involved in daily affairs of the company. The

: h“ﬂ: agéa«?ﬂsﬁ_ information of n&. n&_?. whether E.o?., oriented op financial statements are prepared by management consisting of directors. As shareholders are
, and irrespective of its size or legal form, when such an examination is conducted with a view to owners of the company, they need an independent mechanism so that financial information is

. qualitative and reliable. Hence, their interest is safeguarded by an audit.
Analysis of Definition 0 ”z E“_” acts as amoral check on employees from committing frauds for the fear of being discovered
1. Audit is Independent examination of Financial i i iR
ialinformation. ’ Audited financial statements are helpful to government authorities fer determining fax ligbilities.
|
|
|

expressing an opinion thereon.”

o

2. of any entity - that enti be profit ori ; : ool
=AM oa.“.i.a“wp >”u4 *2_“_.«3& or not and _E_w%wﬂzn .& its size or legal form. Audited financial statements can be relied upon by lenders, bankers for making their credit decisions
A it of Listed company engaged in business. On the other hand, |{f) i.e. whether fo lend or not fo lend to a particular entity.
EMThe chjective v fheudit is 3o nxv._,&m it ! U} Anaudit may also detect fraud or error or both.
e financial statements. ..mwu An audit reviews existence and operations of various controls operating in any entity. Hence, it is

W O useful at pointing out deficiencies.
-

o

The person ing thi
p conducting this task should take care to ensure that financial statements would not mislead

._.wzcor%. This he can do honestly by satisfying himself that: _“.._.H ’
". the accounts have been drawn up with reference to entries in the books of = s
ii) the entries in the books of a $ OT account; | nﬂ> Motors Ltd is a leading Indian automobile manufacturer with many offerings across commercial,
ccount are adequately supported by sufficient and
ey dia's electric vehicle transition and enjoys

iii) none of the entries in the books of account has been omitted i ppropriate evidence; ..tmommm:@m_, and electric vehicles. The Company is pioneering In
e
in the process of compilation and dvantage in one of the fastest growing automotive markets.

4 ”“;._S szn_‘._ is not in the books of account has found place in the statem,
V) the information conveyed by the statements is clear and unambiguous; %

v) the financial statement amounts are properly classified, described ddi mn & Associates have been @
accounting standards; and ; and disclosed in conformity with Em&? appointed audit assistants in the firm and are part of engagement team constituted for purpose

H=hf qudit of M Motors Ltd. However, they are confused about what such an audit tends to achieve. They
q m&Rm_é audit as a guarantee against possible errors or frauds in financial statements. Do you agree

Audit OB by CA Shubham Keswani
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ves of auditor i accordance with SA-200 __o,ag__

33.!&%5 of an audit in accordance with Standards on >.a:se

about whether the financial stafements as a whole are fpe, from

. To obtain reasonable assurance due to fraud or ervor, thereby enabling the auditor to exppegg an
ﬁ%iiﬁai.%:ﬁ B e prepared, i all material respects, in accordang,

inancial
~ opinion on whether the f o
 with on applicable financial reporting framework: ar _ :
| b. To 338.“_: the financial statements, and communicate as required by the SAs, in accordance With

the auditor's findings.

An analysis of above brings out following points clearly: -

(1) Auditor's objective is to obtain a reasonable assurance whether financial statements as a whole qpe
free from material misstatement whether due to fraud or error. Reasonable assurance is to pe
distinguished from absolute assurance. Absolute assurance is a complete assurance or a guarantee that
financial statements are free from material misstatements. However, reasonable assurance is not o
complete guarantee. Although it is a high-level of assurance but it is ot complete assurance.

Audit of financial statements is carried out by the auditor with professional competence and skills in
oomo_.&_..m. with Standards on Auditing. Audit procedures are applied in accordance with SAs, audit
evidence ..u obtained and evaluated. On the basis of that, conclusions are drawn and opinion is formed. It
leads to r.mv.. level of assurance which is called as reasonable assurance but it is not absolute assurance,

() Misstatements in financial statements can occur due to fraud or error or both. The auditor seeks t
. 0

stat o
E .nae.:m as a whole are fpee from material
_ \
pinion .e: s:aw}ﬁ. the financiq| statements are
an applicable financig| reporting framework
ork,

Misstatements enables the auditor fo express an
prepared, in all material respects, in accordance with

(4) The opinion is reported and communicate,

as required by Standards on Auditing,

Audit OB by CA Shubham Keswani
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Therefore, perception of both assistants is not proper. Auditor of financial statements does nof seek
to provide guarantee that financial statements are free from material misstatements caused by frauds
or errors. He obtains reasonable assurance,

Question 4
¢cA N is the auditor of SR Ltd. The auditor expressed his opinion on the financial statements without

ascertaining as to whether the financial statements as a whole were free from material misstatements
or not. Inyour opinion, whether CA N has complied with objectives of audit considering the applicability
of relevant SA? (May'22)

Solution
Overall Objectives of the Independent Auditor: As per SA-200 "Overall Objectives of the Independent

Auditor”, in conducting an audit of financial statements, the overall objectives of the auditor are:

i) To obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, thereby enabling the auditor fo express an
opinion on whether the financial statements are prepared, in all material respects, in accordance
with an applicable financial reporting framework; and

ii) To report on the financial statements, and communicate as required by the SAs, in accordance with
the auditor's findings.

In the given case of SR Ltd, CA N expressed his opinion on the financial statements of SR Lid without
obtaining reasonable assurance about whether the financial statements as a whole are free from material
misstatement or not.

Therefore, it can be concluded that CA N did not comply with the objective of audit as stated in SA
277,

)
Question 5

Awm Private Limited, a manufacturing company, had made investment in shares of some blue-chip
nwﬁgz_mm. Additionally, it had temporarily deposited some of its extra funds in fixed deposits with a
mmﬁac_ma bank. Dividend from shares amounting to X 1.80 lakhs (net of TDS, TDS = X 0.20 lakhs) and
Bank interest of 2 2.70 lakhs (net of TDS, TDS = R 0.30 lakhs) were credited in bank account of the
hM@na:% During the year 2023-24, it has also sold some shares resulting in net gain of X 5 lakhs. The
‘dambany has shown above incomes under head "Other income" for consolidated amount of  9.50 lakhs in
thbJstatement of Profit and Loss. No other information is furnished in the financial statements put up
ﬁm audit. As the auditor of the company, discuss whether the above situation constitutes
“misstatement" in the financial statements of the company. Also state, few examples of misstatements.

E (MTP Sep'24)

w

f—
it OB by CA Shubham Keswani
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amount o_a!.zonzo? presentation, op g
J ¥ tati _un_oac_d
on, presentation, or a_un_ous. -

recorded as sn__.a indisclosure of fin
applicable financial reporting frameyq,
gividend and interest amounting 1o 2 2.00 lakps
inaccordance with AS 13. Therefore, amount pe,
10 lakhs (2 lakhs+3 lakhs+5 lakhs).

Uheig
k, ™
D:Q n
Ordeg

~¢) Net gain on sale of investments of 2 5 lakhs
Eew examples of misstatements are:

» Charging of an item of capital expenditure to revenue or vice-versa.
Difference in disclosure of o financial statement item vis-0-vis its requirement in applicable financig|
reporting framework,
MMMQ,S or application of inappropriate accounting policies,
. erence in accounting estimate of a financial statement item visa-vis i i

-vis it {

T i Is Its appropriateness in

. M:Ho_.&o.&oﬂn_ coﬂxm:m of fake expenses in statement of profit and loss.
ating of receivables in the financial statements by not writi i

* Overstating or understating inventories, R o el b

Question 6
RST Ltd., a retail com i
: pany, has set up internal controls requiri
. uiring all invoi
by oq authorised person in "Goods Receiving Section” ot Lol
receiving goods in premises to ensure that only those pu
goods have been actually received,

nay 0 be stamped and signed
- e moavné stating the date and time of
chase bills are produced fop payment for which

During the audit, the auditor finds that two em

(h-1a Nature, Objective & Scope of Audit ith Fun

Learn with Fun
only reasonable, rather than absolute, assurance that the financial statements are free from material
misstatement due to fraud or error in the context of the given situation? (RTP Jar(25)

solution
1n conducting audit of financial statements, the overall objectives of the auditor are:

i) To obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, thereby enabling the auditor o express an
opinion on whether the financial statements are prepared, in all material respects, in accordance
with an applicable financial reporting framework; and

ii) To report on the financial statements, and communicate s required by the SAs, in accordance with
the auditor's findings.

The process of audit suffers from certain inbuilt limitations due to which an audifor cannot obfain an
absolute assurance that financial statements are free from misstatement due to fraud or error. These
fundamental limitations arise due to the factors such as nature of financial reporting, nature of audit
procedures, not in the nature of investigation, timeliness of financial reporting and decrease in relevance

of information over time and future events.

Preparation of financial statements involves making many judgments by management. These judgmenis
may involve subjective decisions or a degree of uncertainty. Therefore, the auditor may not be able fo
obtain absolute assurance that financial statements are free from material misstatements due fo frauds
or errors. One of the premises for conducting an audit is that management acknowledges iis
responsibility of preparation of financial statements in accordance with applicable financial reporting

framework and for devising suitable internal controls. However, such controls may not have operated fo

produce reliable financial information due to their own limitations.

1y
{13 the context of RST Ltd., the management designed a co

.m_wa signed by an authorized person in the Goods Receiving Section to confirm receipt of goods.
(Qllusion between two employees—the purchasing manager and the accounts clerk—allowed them to
{Bypass this control by submitting fake invoices for payment. Collusion is a significant limitation of

(bkernal controls, as it overrides controls designed to prevent such fraud.
E

==Epnclusion

ven these factors, the auditor cannot pro

ntrol requiring that all invoices be stamped
However,

vide absolute assurance that the financial statements are

ployees - a purchasin
9 manager and q
it R N ac 5
”:ws_ism fake invoices that resulted i e
e .+_o state the objectives of an audit . payments for
ancia , 08
statements? Also explain, why audit 2%
O can provide

have worked together to bypass this control
goods that were never received. You are requi
when it comes to ensuring the reliability of fin

Audit QB by CA Shubham Keswani

nts due to fraud or error.

| m_:am_,\ free from material misstateme
|

Dag A\

,:nm:oz.\,,
| Ltd. was having a 'Pager’ manufacturing plant and looking at +he demand it was of the view that }m
ﬁ :n_.iqoacnio:% aocm_mvzosmms ;maoaxnﬁ}m

E;EE will grow continuously in future. But, with t : .
nt was shut down completely. The shareholders of the company were of the view that auditor failed
9
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not have 2316__ zﬁ E %254% that the rsozn_o_ m+o+m3n3m o
e

frcud or €T (May24)

£fers from certain inbuilt limitations due to which

ements are free from misstatepe, i

process of audit
e financial stat

These fundamental linitations rise due to the follow™d o=

(1) Nature of financial reporting: Preparation of financial statements involves making many judgments
\ : . . e decisions or a degree of uncertainty
management. These judgments may involve subjective : .
3.:!&2« auditor may a.v_* be able to obtain absolute assurance that financial statements are free from

material misstatements due to frauds or errors.

k by obtaining audit evidence through

(2) Nature of Audit procedures: The auditor carries out his wor
d legal limitations on ability of auditor

performance of audit procedures. However, there are practical an
to obtain audit evidence. For example, an auditor does not test all transactions and balances. He forms

his opinion only by testing samples. It is an example of practical Jimitation on auditor's ability to obtain
audit evidence. Management may not provide complete information as requested by auditor. There is no
way by which auditor can force management to provide complete information as may be requested by
auditor. In case he is not provided with required information, he can only report. It is an example of
legal limitation on auditor's ability to obtain audit evidence. Further, fraud may involve sophisticated and
carefully organized schemes.

(3) Not in nature of investiaation: Audit is not an official investigation. Hence, auditor cannot obtain
absolute assurance that financial statements are free from material misstatements due to frauds or
errors.

@.dan_sm.mm of financial reporting and decrease in relevance of information over time: The relevance
of information decreases over time and auditor cannot verify each and every matfer. Theref

e . . Therefo
balance has to be struck between reliability of information and cost of obtaining it 2

(5) Future events: Future events or conditions may affect an entity adversel
- HE T m
seriously affect ability of an entity fo continue its business, The business may

due to change in market conditions, emergence of new business models or pr
some adverse events. i

Y. Adverse events may
Cease 1o exist in future
ducts or dye 1o onset of

Audit QB by CA Shubham Keswani
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Question 8 o
Nature of financial reporting itself is one of causes of in ¢ _.a: _.wu & audit
statements. Explain. (MTP May'24)

solution

preparation of financial statements involves making many judgments by management. These judgments
may involve subjective decisions or a degree of uncertainty. Therefore, auditor may ot be able fo obtain
absolute assurance that financial statements are free from material misstatements due fo frauds or
errors.

One of the premises for conducting an audit is that management acknowledges its responsibility of
preparation of financial statements in accordance with applicable financial reporting framework and for

devising suitable internal controls. However, such controls may not have operated fo produce reliable
financial information due to their own limitations.

Therefore, nature of financial reporting itself is one of causes inherent limitations of audit.

Question 9
The auditor carries out his work by obtaining audit evidence through performance of audit procedures.
itations on ability of auditor to obtain audit evidence. Give one

However, there are practical and legal
example each for such practical and legal limitations. (MTP May24)

Solution

Example of practical limitation on ability of auditor to obtain audit evidence

An auditor does not test all transactions and balances. He forms his opinion only by festing samples. It
(/& an example of practical limitation on auditor’s ability to obtain audit evidence.

)

mxnav_m of leqal limitation on ability of auditor to obtain audit evidence

ﬁgozommami may not provide complete information as requested by auditor. There is no way by which
{auditor can force management to provide complete information as may be requested by auditor. In case
:“.;m is not provided with required information, he can enly report. Tt is an example of legal limitation on

!

(Tguditor's ability fo obtain audit evidence.

o —

3

%Ewmzo: 10

m Chartered Accountant is speci
easons whether it is an example of reasonable assurance engagement. (SM)

fically asked to check accounts whether fraud exists. State with

—

QO

nw_o_c:oz

4 =1 is not a reasonable assurance engagement. It is in nature of investigation.

© | :
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B v of audit procedures itself ig Ohe of solution
iscu it is disti i igati
"__3_‘..8. Dis . [SM] | Audit is distinct from Investigation. Investigation is a critical examination of the accounts with a special
the reasons due to which audit cannot provide abS0L s

For example, if fraud is suspected and it is specifically called upon to check the accounts whether fraud
Solution really exists, it takes character of investigation,

- Nature of Audit procedures o rough performance of audit Procedupeg
The auditor carries out his work by 0 35_3. :
However, there are practical and legal Jimitations on ab

+ evidence th ke s )
oudit n<aﬂ”< of cuditor fo obtain audit evidence. The objective of audit, on the other hand, is to obtain reasonable assurance about whether the financial
|

statements as a whole are free from material misstatement, whether due to fraud or error, thereby
.. . enabling the auditor to express an opinion.

itor does not test all transactions and balances. He forms his og.oz only by Hﬂ._sm

B aoam on auditor's ability fo obtain audit evidence.

samples. It is an example of practical limitation The scope of audit is general and broad whereas scope of investigation is specific and narrow.
Management may not provide complete information as requested by auditor. j‘.Q.M W Ho M<o< by which

3 . ted by auditor. : o .
auditor can force management to provide complete information as Mdy Sl _< . o H«.. €9S€ | 1n the given situation, management of company suspects that some of its employees may be involved in
he is not provided with required information, he can only report. Tt is an example of legal limitation on

making fraudulent payments on account of dummy workers at its different plants in the country. Such
auditor’s ability to obtain audit evidence. an assignment is in the nature of “investigation".

Facts of Case:

The management may consist of dishonest and unscrupulous people and may be, itself, involved in fraud.
It may be engaged in concealing fraud by designing sophisticated and carefully organized schemes which
may be hard to detect by the auditor. It may produce fabricated documents before auditor to lead him
To believe that audit evidence is valid. However, in reality, such documents could be fake or non-genuine.

Conclusion:

Therefore, Mr. P is right in objecting the use of word "audit” in the proposed assignment.

Question 13

PD & Co., Chartered Accountants, were appointed as the statutory auditors of MR Limited for the
We have already discussed under section on scope of audit that an auditor is not an expert in | financial year 2023-24. MR Limited included the following clause in the appointment letter to the
authentication of documents. Therefore, he may be led fo accept invalid audit evidence on the basis of | quditors: "The Auditor shall be responsible for detecting the frauds that may happen in the company
unauthentic documents. during the financial year 2023-24." The auditor objected to inclusion of such a clause in the appointment
_“.T._im? Discuss in the light of scope of audit. [Sep'24]
I

y occurred. The auditor may not be | (Bblution
procedures may not be able to detect probable wrong

It is quite possible that entity may have entered into some transactions with related parties. Such
fransactions may be only paper transactions and may not have actuall
“M“MMNH M“M” “M”MMMMM“W relationships or audit ..mﬁonm of Audit in detection of Fraud: In conducting audit of financial statements objectives of aca:.ow.
. (i accordance with SA 200, "Overall Objectives of the Independent auditor and the conduct of an audit
{1 accordance with Standards on Auditing" is to obtain reasonable assurance about whether the financial
M%mamim as a whole are free from material misstatement, whether due to fraud or error, thereby
- =efabling the auditor to express an opinion.

Question 12

The management of Cool Drinks Limited suspects that some ef
in making fraudulent payments to dummy workers at its vario
are considering appointment of a firm of auditors to condu
accounts. However, one senior person among Board member.
proposed assignment. Comment. Also, discuss how audit is di

mployees of the company may be involved
us plants in the country, Therefope they
ct audit involving detqjleq mxoa_,si_wo: of
S, Mr. P, objects to use of wopq *
fferent from investigation, (

, An audit is not an official investigation into alleged wrongdoing.
audit” in

The auditor does not have any specific legal powers of search or recording statements of witness
on oath which may be necessary for carrying out an official investigation.

ermed

Audit is distinct from investigation.

Investigation is a critical examination of the accounts with a special purpose.

e
12 @_: QB by CA Shubham Keswani

Audit QB by CA Shubham Keswani



.‘ RS~
Leam wjy, Fuy

u&u.m&_«. called upon 1o check the accounts sg;@ ,.)__._u Nature, Objective & Scope of Audit T
X The draft financial statements of the company reflect following inf S o Leamn with 2
R ’ g information: (Figures in 2 crores)
sokes charocter of uu&_.mnmoovo__n_. of investigation is specific and narroy, particulars Fy 22.23 N unc .
mnﬁiﬂuv.d&u__ Revenue from Operations _ 80 100 e
<< uncalled for and outside the scope of audit  Net profit before tax 10 —]
Jetter y

A D who has been the statutory auditor for
v ﬁ@.:o:m:m mind, being alert to conditiong f details as performed in previous years. In
it .R.&&nwd& ond a critical assessment of audis Discuss: (MTP Sep'24)
0 error oq.r !.om&mo:n_ skepficism recognising thqs
materially misstated. Explain giving Solution
Wai

PRI

past three years, has decided to rely upon the same tests
et : the given situation what is lacking on part of the auditor?
Professional skepticism refers to on attitude

which may indicate possible misstatement due fo error °
evidence. The auditor shall plan and perform an audit Wit
circumstances may exist that cause the financial statements fo be
examples. (MTP Nov23 + Nov22)

ntaining professional skepticism throughout audit is necessary if auditor is to reduce risks of

verlooking unusual circumstances and using inappropriate assumptions in determining the nature, time
ind extent of audit procedures nd evaluating results thereof.
The auditor shall plan and perform an audit with professional skepficism recognising that circumstances

~acts of Case:
may exist that cause the financial statements to be materially misstated.

In the given situation, revenue from operations of the company have increased from Z 80 crores to 2100

rores despite its operations being affected by fire for about two months. Further, despite loss of
Professional skepticism includes being alert to, for example: nventories to the tune of 2 5 crores, financial statements reflect increase in net profit before tax from
* Audit evidence that contradicts other audit evidence obtained.

e 7.5% in year 2022-23 t0 10% in year 2023-24.
* Information that brings into question the reliability of documents and responses fo inquiries to be

used as audit evidence.
* Conditions that may indicate possible fraud.

Circumstances that suggest the need for audit procedures in addition to those required by the SAs,

“onclusion:

lhus, approach of CA D lacks professional skepticism. In spite of these unusual circumstances, the
wditor has decided fo rely upon same tests of details as performed in the previous years. The nature

o ind extent of audit procedures need to be suitably altered considering changed circumstances.
Maintaining professional skepticism throughout the audit is necessa

ry if the auditor is to reduce the

risks of: 5 : 3% 5
O Overlooki | 1¢nay include substantive analytical procedures to analyse variations and seek necessary explanations
€riooKing unusual circumst ] ST - - SO :
] n ircum .n:nﬁm | 6 management. In case of doubt about reliability of information or indications of possible fraud,
¥ Over generalising when drawing conclusions from audit observations,

; fdehdards on Auditing require auditor to determine what modifications or additions to audit procedures
g the nature, timing, and extent of the audit T

YZnecessary fo resolve the matter.

¥ Using inappropriate assumptions in determinin
procedures and evaluating the results thereof.

i
Question 15 Bh@stion 167

Truthful Products Private Limited is engaged in trading stationery items During theyear R Jrnmea_:% should decide whether relevant information is properly disclosed in the financial statements.
. =24, there

was a huge fire in one storage location of the company resulting in loss of inventories of 3 5 .-m.o_: with reference:fo'sconeie SRl RUMIEREITER
a result, the operations of the company were badly affected for about two Months crores. As

insurance claim of the company was rejected due to certain defect
booked by company in the year 2023-24 itself. There was no chan
relation to the last year.

] ciolcz&m_% the tion

S in th levr: A - - -
Lot € policy issyeq and loss was auditor should decide whether relevant information is properly disclosed in the financial statements.
Ure : . i
of business of company in HIN should also keep in mind applicable statutory requirements in this regard.
!
-
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o Ttis done by ensurt m;n ..E%anam ma

|
—lon:': /<m~_~ J
summarize transactions and ey, ature, Objective & S i o
roperly efCh-1a N I cope of Audit ~ Learn with Fun

Ao 3o=£man3 52.%2.36:&3:2 @% 934:@vnaosu?asroaazamcaznnanvolavav%&._.:«mnvn_.moﬁg:mn arm..
~eport in making decisions. : oy

by considerin
financial statements makes mq

ancial statements. Question 19 ..

esenting fin : o | e _— : i
T n relation fo various accounting issues [Htandards o1 Auditing (SAs) apply in “audit of historical financial information" whereas Standards on

ing policies | . : . A .
onnoca_%m e choosing appropriate method *_~m<_ns Engagements (SREs) apply in “review of historical financial information.” Explain in detail giving
fixed @ sxamples. [RTP May-22/24]

ion of
statements. - resentation 0
+ The management responsible for preparafion and p.

judgments in this process of preparin
+ For example, choosing of appropriate 4c j

choosing method of charging depreciation ©

valuation of inventories. v_._no:oz of accounting policies by manageme

! : istent ap ; ;
« The auditor evaluates selection and consisten : B consistent]
s:Mh_n_. mcn” a selection is proper and whether chosen policy has be PP yiod on

period-to-period basis. r+ is to be understood that Standards on Auditing (SAs) apply in *audit of hi <toriccl Ufinancial

nformation” whereas Standards on Review Engagements (SREs) apply in “review of historical financial

Information”.

~ Remember that Standards on auditing apply in “audit” of historical financial information which is a
reasonable assurance engagement whereas Standards on Review Engagements apply in “review* of

Question 17

; ents alone. Discuss. [SM]
Assurance engagements are not restricted fo au afem

dit of financial st

historical financial information which is a limited assurance engagement only.

Solution
Type of assurance e1gagement ~ “Historical financial information means" information expressed in financial terms in relation fo a
o Audit of financial Statements: Reasonable assurance engagement nn_,:nc_oa entity, derived primarily from that entity's accounting system, about economic events
o Review of financial Statements: Limited assurance engagement occurring in past time periods or about economic conditions or circumstances at points in time in the
o Examination of Prospective financial information: Provides assurance regarding reasonability | past.
assumptions forming basis of projections and related matters v Here, we have to broadly understand that “audit* and “review" are two different terms.
o Report on controls operating at an organization: Provides assurance regarding design and operatit,  Audit is a reasonable assurance engagement, and its objective is reduction in assurance engagement
of controls risk to an acceptably low level in the circumstances of the engagement. |
v However, "review" is a limited assurance engagement, and its objective is a reduction in assurance
Question 18 engagement risk to a level that is acceptable in the circumstances of the engagement.
An assurance engagement involves a three party relationship. Discuss meaning of three parties in sud/) Standards on Auditing have been issued on wide spectrum of issues in the field of auditing including
anjengagements[SM] 2 (but not limited to) overall objectives of independent auditor, audit documentation, planning an audit
e m of financial statements, identifying and assessing risk of material misstatement, audit evidence,
() audit sampling, going concern and forming an opinion and reporting on financial statements.

A three party relationship involving a practitioner, a responsible party, and intended users An assuranfe
engagement involves abovesaid three parties. i i e .
Colne examples of Standards on Auditing are :
et
o : 1 i A 20 jecti he Independent Auditor and the Conduct of an Audit in Accordance
Practitioner is a person who provides the assurance. The term practitioner is bpoader th : - E mA Pl OEmﬁ._,\.mm e
Audit is related to historical information whereas practitioner may provide assupan .o il AN
Ce not necessar

related to historical financial information.

i) SA 230 Audit Documentation

mv SA 315 Identifying and Assessing the Risks of Material Misstatement through Understanding the
- Entity and its Environment

(1Y) SA 500 Audit Evidence

.m Revised SA 700 Forming an Opinion and Reporting on Financial Statements

w —

Responsible party is the party responsible for preparation of subject matter.

Audit QB by CA Shubham Keswani
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) - ive & Scope of Audit
Ch-la Nature, Objective & Scop
-~ Examples of Standards on Review engagemen e B e

, : Review Histor! :
i) SRE 2400 (Revised) Engagements 10 "¢ performed by the Independent Audito of

inanc fion \
ii) SRE 2410 Review of Interim Financial Tnformat! ‘
Entity

|

Question 20
Kriti, a CA student, has joined ar s
*assurance engagement”. Her understanding |

engagement in which practitioner gives a writ .
ree with her. She 1S of the

friend Somaya, does not ag s that
restricted to audit alone. Besides, Somaya also Es ? jew appears
aoio_.mo;n::o: historical financial information. Whose view apP

reasons. [RTP Sep'24]

ticles ina reputed audit fir
s that audif engagemen

ten assurance report In ap
view that assurance engagements ape i

gements can also relate

t is the only kind of assurqy

assurance enga
to be correct? State y

a,

Solution i
ment. However, assurance engagements are not restricted|

Audit engagement is an assurance engage
auditing alone. There are other assurance engagements 100 like review engagements, engagemer
tion, engagements providing assurance |

providing assurance involving prospective financial informa
b.

internal controls in an entity.

Assurance engagements provide assurance fo users. The difference is of degree.

»  Whereas an audit provides reasonable assurance which is a high level of assurance, review provid
lower level of assurance as compared to audit. Gl

« There are also assurance engagements which relate to matters other than historical financi
information like providing assurance on matters involving prospective financial information at

U
W
@

In assurance reports involving prospective financial information, the practitioner obtains m:;m@w

appropriate evidence fo the effect that T
v’ management’s assumptions on which the prospective financial information is based are (}g
unreasonable,

providing assurance on internal controls inan entity.

Prospective Financial Info.

v the prospective financial information is properly prepared on the basis of the assumptions
T . ,angd="
v it is properly presented, and all material assumptions are adequately disclosed qﬂu

Facts of Case

In the given case, Kriti is of the view that audit engagement is the only kind of assuranc .
€ engageme

@)

=}

which practitioner gives a written assurance report in appropriate form whepeqs i
: a :
assurance engagements are not restricted to audit alone. 3 15 of the view

Audit QB by CA Shubham Keswani

e . A

p—TTTE
“h-1a Nature, Objective & Scope of Audit

onclusion: Thus, view of Somaya is correct

,_U:nmio: 21 DOAG
~>mm=3=nn engagement”

m. She considers audit engagement to be/® n:roznﬂrﬂ degree of confidence of the intended users other than the responsible party about the
yutcome of the evaluation or measurement of a subject matter against criteria. In this context, give

uc

hformation for
E:.B.mﬁma a 15% increase in revenue, estimating total sales of 75 crore, driven by the expected launch

{_of this new pro
=1ssurance that will be provided in the given situation.
s different from Historical Financial Information. (MTP I Jan'2b)

Y

propriate form. However, I.:Bm examples of assurance engagements highlighting difference in nature of assurance provided by
h engagements. (MTP Sep'24)

Solution
i
hree examples of assurance engagements are as under :-

Audit of financial statements

An audit of financial statements provides reasonable assurance about whether the financial
statements as awhole are free from material misstatement, whether due to fraud or error, thereby
enabling the auditor to express an opinion on whether the financial stafements are prepared, in all
material respects, in accordance with an applicable financial reporting framework.

Review of financial statements
Review provides lower level of assurance than audit. Further, review involves fewer procedures and
limited conclusions can be drawn up.

gathers sufficient appropriate evidence on the basis of which

Examination of prospective financial information
Tn assurance reports involving prospective financial information, the pracfitioner obtains sufficient

appropriafe evidence fo the effect that
v management's assumptions on which the prospective financial information is based are not

unreasonable,
v the prospective financial information is properly prepared on the basis of the assumptions and
v it is properly presented and all material assumptions are adequately disclosed.
v Such type of assurance engagement provides a moderate assurance.

==Dyestion 22

D”.MP.E_ Ltd. engaged an external practitioner CA Rajul to provide assurance on its prospective financial

the upcoming year, which includes projections for a new product line. The company

duct. Mention the applicable Engagement and Quality Control Standard and the level of
Also explain how Prospective Financial Information

olution
udit QB by CA Shubham Keswani 1
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. edegeetelf “hey cre trying o understend
PO sl formation” The former relate! ™/ 7% V'8 i rew sibjects incuding cuditing. Rekit, Gurpreet
fi . : ‘ 3§.E§§§§§&3§&§%n -
. besed on cssmptions : n*oiﬁggaﬁuﬁgggngl&,i«;u“.AA
5 catch it up with her friends very soon. Al hed clsa joined the classes but he had sipped

i : suring one informal get together, their discussions centred around i
q_»§§§a§§§m§&%&a§“ eriscussed wony g regaing it nafure, scope, beefits o ciAcH S ER
24 hggm&nﬂ&fw&n&agﬁnnﬁaﬂ ?ugﬁ_agé*&&%&gm&%g%lng =
P o wes that cudited financicl statements of compenies give 100% guarentee fo different st
= Tw%gggggigggw@guﬁg«gg

o provice it on essurence report foings in finencicl matters are being discovered after many years have gone by. .

g%mﬁ&wﬂno;U:hbm&iv&__&mosqhs&irrnﬁswsna%gl:g inanci , . :
ify typz of engagement. Which cre two otiransaction appearing in books of accounts is verified. However, he could not give clarity fo Gorefi.

limited conchusions con be drown up by proctitioner, Icent

features of such en engagement? [MTP Moy 24) -
- rpreet was of the opiion that audit was conducted on the basis of sample checkng. He wes dlso of
Saition he view that audited financial statements are not a guarentee against probable wrong doings -_T.n-.nl
bs mrﬁa ASK the engegement involves gathering of sufficient epproprite evidence on the basis (fyters of the companies.
which limited conclusion con be drown up, It is a limited assuronce engagement like review w
B s o7 s v of encacement e Lm_woowﬂ left behind, Rohit also jumped in the fray. He supported Gurpreet and also added something
1, It provices lower level of assurance then reasoneble assurence ergagement -
2. 1t performs fewer procedures than reasoncole cssuronce engagement, 3ed on above, answer the following questions: -
Cuestion 24 ..I__ﬂﬂmc..vnnﬁ was of the view that audited financial statements are not a guarantee against probable
=yreng doings in financial matters of companies. What kind of assurance does audit of financial

*Crioosing of oppropriate occounting policies in relation 1o account] : i
mersgement’, Uo you 27 ig g 1s882s is responsibility ements provide?
you ogrez? Discuss duty of cuditor, if any, in relation 1 : E b4 .
0 accounting policies, [SM] It provides reasonable assurance meaning a moderate level of assurance.
Soution It provides reasonable assurance meaning a low level of assurance.
Chunssing o appropricte sccosing policies is resporsiiity of manage .w It provides reasonable assurance 383_,3 a high level of assurance.
The auditor evaluates selection and corgistent application of cccounti :w___,,. = It provides reasonable ..ummcﬂo:nm meaning an absolute level of assurance. . . .
"9 policles by Mahagement:  + o= Rohit added that auditor can force an employee of the company to provide him required

Eggas@x&»ﬁ:x%sua_ mation and documents. Can he do soz?
__C:_,.:/f__:Z_.::T?;.:: 21




L

Learn v |
: dit - e
_\ Q_ _uvznea..ogoazo & Scope of AU "h-1a Nature, Objective & Scope of Audit : SR
..,,Ar_... el 40 obtain audit evidence. et 5olution 1. (c) 2.(c) 3. (d) 4. (a) 5. (c) Leam with kU
: o, It is necessd ;i im in this respec: RN . e o
, fogesinecer Gt re express rights given 10 :_. 1o cessary information and docympe and You Private Limited has b i g o SISO
| (b) Yes, he can do so, There d B providing himwithne Meyhe and YO1 ™ een newly incorporated. The plant of the company has recently started
(¢) No, he cannot do so, He can only reqt ,:.o%n:o: §.§ the :n._w & funds provided by a bank for purchase and installation of machinery. Further,
But it cannef be {2t : king information and documents Therefore, questiophe Sa_g.oi 2 ﬂ.u_mo c*___wsm working capital credit facilities from the same bank for meeting ifs day fo
(d) No, he cannot do s0- He has no right of see lay so...x_:m capital requirements like for purchase of raw materials, labour payment etc. However, just
forcing does not it Jithin six months of its operations, the management feels that working capital funds are inadequate and

cts of an entity and concly g:.caj.o: is creating liquidity issues in the company.

; it covers all aspé
: 3. Ali had listened in one of the classes zaw o&.ﬂﬁ% by auditr. Goreti also seemed to be
that each and every transaction of entity IS <n_.n_v e b olso meant that audit shoul a;:n management of the company has approached its bankers and requested for enhancement in working
. NM— ’ . i li+i, o e . . e -
agreement with him but she was of the <..nt :.S_H. e loving statemen s is appropriate in :ov_a_ Q.ma_.q facilities. dz‘.“ mo:x managenis insisting upon financial statements of the company for half
so organized to cover all areas of an enfify. Whic ar along with report providing assurance in this respect duly signed by Chartered Accountant as audit
: far away. It also requires projected financial statements for coming years along with a report from

regard? i ;
A providing assurance regarding these projections to consider request of management.

(a) Only view of Aliis correct.

(b) Only view of Gorefi is correct.

(c) Views of both Ali and Goreti are correct.
(d) Views of both Ali and Goreti are incorrect.

"he management approaches CA P, who has qualified recently and started practising. Reports providing
ssurance for half yearly results and projected financial statements are sought from CA P. The
Aanagement provides necessary information and records to him in this regard.
uditing. Which of the following is not a liky
ssume, in above case, the company only provides trial balance, financial statements in draft/preliminary
nts, audited information can be easily relied upon by Uselorm along with accompanying records for the relevant half year to CA P and requests him fo provide
uly signed financial statements with a report for mutually agreed professional fees.

4. All of them also discussed about benefits of a
benefit of auditing?
(a) Since auditing is connected to future eve
(b) Errors or frauds may be discovered during audit.
(¢) Government authorities can make use of audited accounts for different purposes.
(d) It can help in bringing out deficiencies in mainfenance of financial records. _ Management of company has engaged CA P to issue a duly signed report for half year, as
eferred to in last para of case study. Which of the following standards, if any, issued by ICAT
5. Goreti fold her friends that she had read a news report about how a company had misled ig’relevant for CA P?
auditors by producing some fabricated documents. Which of following statements seems to { (&) Standards on Review Engagements

appropriate in this regard? r@ Standards on Auditing
(a) It was wrong on the part of auditor to rely upon fabricated documents. He must have discovert O Standards on Related Services
it as the same falls within the scope of his duties. (3] There are no standards for issuing report in such situation.

(b) Although it was wrong on the part of auditor to rely upon fabricated documents, he cannot A_n_...._
anything in the matter. He has to report on the basis of documents provided to him, He has no a:ﬂ&r_.nr of the following statements is MOST APRROPRIATE in given case situation?

_\” w:__m N%a. « 4oy CA P can assist management in preparation of financial statements of the company. However, issue
2 ' i : . )
(c) Au _wo_. as qoﬁ nn“v:acﬁ audit by exercising professional skill. But he is not an expert in discoveril of a report in such a case is outside the scope of work.
enuineness isti i .
genuineness o wncamim. Hence, management consisting of dishonest persons may have led h mw CA P can assist management in preparation of financial statements of the company and he can issue
to rely upon fabricated documents deliberately. yinave 1ec i b dit t
{ L . & an audit report.
(d) Management cannot mislead auditor due to high level of knowled = .
ge and expepti . i ent in preparation of financial statements of the company and he can issue
The above is an outlier case-one of the rare odd cases, s hossessed oy hij @ CA P can a55et i

==+ q compilation report in this respect.

b=
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. ; —l(ﬂ:: s:_.—.
t is of company s management. C4 _
ve & Scope of Audit atement i5 0 Pl i

nancial f the company. However, he cqp 8;\.?: Nature, Objective & Scope of Audit

. o ., .
___!.oveﬁ_o: of financial &3&:«:3 _uug.s\rma:om;nmo__os_am_.mzo,—.._.nCm about an assurance e o

(a) It 3_3&.% providing assurance about historical financial information only.
(b) The practitioner obtains sufficient appropriate evidence, .

| statements for half year by ¢4

AR St ? of signed financia ¢) There is some informati : p
3, In the above said scenario for _mn_es.“ tify the MOST APPROPRIATE statement: - M& P vt O ﬁon _MP ﬁ be Qsa_.sna by u_.m_&_rgn_.. ANy
" g discussed in last para of Cose mm_n._ w ; a__* applicable as CA p cannot issue audit report, porT in appropriate form is issued by practitioner. 3
: ity control (S DL issue review : S
(a) Standard on Quality ¢ ficable as CA P cannot Issue report.  j. Which of the following is TRUE about Engagement Standards?

: ¢ 1) is not app
dard on Quality Control (SQ g engagement. agement st : s
M”W M“”%a on Quality Control (SQC 1) is applicable in such type of engeg (a) Engagement standards ensure proper rights to practitioners in course of performance of their

g om issuin | ies.
d) Standard on Quality Control (SQC 1) is not %v_mnnc_momgv_m bacgedfr 92, Pepof Ma_owuaa t )
) p” *“__.u il (b) Engagement standards ensure preparation and presentation of financial statements in a
such type o ' :

standardized manner,

financial statements for coming ye (c) Engagement standards ensure uniformity by practitioners in course of performance of their duties.
st of management. Wy (d) Engagement standards ensure savings in resources of clients.

jected
has also requested for projec
e ‘ections to consider reque

5 ing these pro
et pih o repont from. A i for CA P in such a situation, if any?

- : vant - :
of the following standards issued by ICAL are rele . Consider following statements in relation to “Limited assurance engagement”:-

; : s ¢ - . o AR » "

. OIS tandards on Revien mzmomn.a m:. such type of reports. statement I - It involves obtaining sufficient appropriate evidence to draw reasonable conclusions.
Mcw H_n_.“ QH no ma_zn_n“% for issuing statement II - Review of interim financial information of a company is an example of limited
¢) Standards on Related Services ssurance engagement.

(d) Standards on Assurance Engagements (a) Statement I is correct. Statement IT is incorrect.

Byors " (b) Both Statements I and IT are correct.
5. Suppose CA P also accepts work of issuing projected financial statements with  report to (c) Both Statements I and IT are incorrect
signed by him. The management has projected turnover of 100 core for the next year, 21 1) statement I is incorrect. Statement IT is correct
crore & 3200 crore for following years respectively as compared to present turnover of 325 cny

in current half year. Identify the MOST APPROPRIATE statement in this situation: - . Which of the following is TRUE about Standards on auditing?
(a) CA P has to satisfy himself regarding arithmetical accuracy of projected data. a. These deal mainly with voluntary responsibilities of auditors.
(b) CA P has to satisfy himself regarding reasonableness of assumptions underlying projected Ego_ﬁwu These deal mainly with mandatory responsibilities of auditors.
M:a its noa_ﬂnznx with .oﬁcn_m. : : . il R_J Their sole purpose is to help government authorities in augmenting revenues.
(c)CA P rnm. to satisfy himself regarding arithmetical accuracy of data along with its Prop@} These deal mainly in carrying out audit according fo legal provisions.
presentation to banker. b

(d) CA P has to satisfy himself regarding reasonableness. of assumptions underlying projecfg=hrofessional skepticism includes-

turnover, its consistency with actuals, disclosure and presentation, as Overlooking unusual circumstances

oo a2 3N ciA Xd Bh.d L@ Using inappropriate assumptions in defermining extent of audit procedures.
weez. Over generalising when drawing conclusions from audit observations.

;ﬂ_

Individual MCQs Being vigilant to conditions that might indicate possibilities of fraud.

1. Which of the following is not an advantage of audit?
(a) It provides high quality financial information.
(b) It acts as a moral check on employees,
(c) It enhances risk of management bias.
(d) It helps in safeguarding interests of shareholders.
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|\ 210: Agreeind the Terms of >._a= Engagement

B Test your Understanding k. K

: : : hich of the following is not necessary to establish preconditions for an audit
o ining, is part of " «:mamoaoa e qucnzz.m L0 Sompdryl Hea. Acceptability of financial reporting framework.

. i o issued bY auditor 10 clent also includes expected fopp b. Acknowledgment of cooperation from management in designing audit procedures.

ey - oSSnaS”_ _&H_.o_*mwc_o stand how could an audifor include form ¢ Acknowledgment from management of providing access to persons within company.

content of the auditor’s report. He W

<5 to under: '

; : him. knowledgment i e S : Xt
tent of the report beforehand. Ty 10 help Chirag by making things clear o IMm il gment of management in understanding its responsibility for preparation of financial
content 0

statements.

tent of audit report. It merely m;,a. (b)
Correct/Incorrect . o

nt letter also includes statement ¢ s _ .‘
: . The audit engagem i : :
t of audit findings. Therefore, j gagement letter is sent by the client to auditor.

Solution &
Engagement letter includes reference t0 expect :
+hat auditor would provide opinion in this form. However, engagem

i igh
+he form and content of report may need to be oa_a&& _.= .}n ”m e
light of audit findings, auditor needs fo give @ modified opinion, s ; ‘ncorrect: Audit engagement letter is sent by the auditor to his client.

form and con

3 Past Exams/RTPs/MTPs/SM Questions
The management of an entity feels that it is not necessary for if to give in writing mxm__n_+_< to Question 1 | ;
auditor that it understands its responsibilities for preparation of financial statements in accordair. J is an articled clerk with a big Chartered Accountants" firm. He is a part of the engagement team
with applicable financial reporting framework. Discuss, whether, it is necessary for the managementhich is conducting the audit of a company for the first fime. They are assigned with the work of
do so. In case management refuses, why should an auditor not accept the proposed engagement?  |reparing the draft audit engagement letter. Mr. J is not sure how to go about with this work. Explain

'hat is Audit Engagement Letter and what are its contents? [Sep'24]

OR

g explicitly fo the auditor that it understandsthe auditor shall agree the terms of the audit engagement with management or those charged with
overnance, as appropriate. The agreed terms of the audit engagement shall be recorded in an audif
ngagement letter or other suitable form of written agreement. Who gives engagement letter to whom

Question 2

Solution
Tt is necessary for management fo give in wrifin
responsibilities for preparation of financial statements in accordance with applicable financial report
framework. It is a necessary precondition for an audit in accordance with SA 210.
Tf the preconditions for an audit are not present, the auditor shall discuss the matter with managemend what is included in such a letter? [MTP May'24]
N OR
Unless required by law or regulation to do so, the auditor shall not accept the proposed audit m:mommaaiedm has accepted audit of financial statements of an entity. According fo the Standards on
a. If the auditor has determined that the financial reporting framework to be applied in flditing, the audifor is required to send an audit engagement letfer to the entity. What are the key
preparation of the financial statements is unacceptable or .“m._mm +hat should be included in the audit engagement letter? Under what circumstances is the auditor
b, If the agreement of management is not obtained on matters relating to understandin _ﬁ?ﬁ:_wma to record the terms of engagement in such a written agreement? [MTP Jan'25]
responsibility of management on preparation of financial statements, internal control 9 ‘D...__
preparation of financial statements, providing access to all information to auditor and - tion
access to persons within the entity. Y ::8320..4. it Enqagement Letter: The auditor shall agree the terms of the audit engagement with management
\ TeAhose charged with governance, as appropriate. The agreed ferms of the audit engagement are
Unless 13_“:.{ _uv.* _E«:w% 1Mmc_n:o= 3. do so, such a refusal on the part of auditop is e <S0 ___._um%ama in a letter or other the suitable form of written agreement.
ent i ibili : rys
“_nanﬂ.ﬂ.ﬂmnﬂnm EM_‘_«_M%_N_&_U.__M *_.MQMMHW_U”N_V_HM._MMHNHMM“”N_A *M., M“Mwﬁ_wﬁ_os of financiql 9,3@5@3“ mr kgt 10 >:.a: ATt r.mim? S,
: IS conducted o &= The audit engagement letter is sent by the auditor to his client.

. ; bkt . : St _ N this basi :
.onno&_:m to SA 210, When basic premise on which audit is conducted is ot fulfilled - Unmatg_u...__ It is in the interest of both the auditor and the client to issue an engagement letter so that the
_mzmnmmmai. refusal by audi

..m possibility of misunderstanding is reduced to a great extent.

Audit QB CA Shubham Keswani %
; QB CA Shubham Keswa 27




(i1 SA210

s letter includes: - ;
;...%m ent le o the audit of the financial statements

1. Theobjective and sco

2. The responsibilities of the audifor
3. The responsibilities of management
4, Identification of the applicable

statements and

Reference to the expected form and co

ntent of any reports to be issyeq by th
. . €
statement that there may be circumstances in which a report may differ fropm its i
mxb

o

g

and content,

If law or regulation prescribes in sufficient detail the terms of the audit engagement th
ot record them in a written agreement, except for the fact that such law or Emsm:,. mo
that management acknowledges and understands its responsibilities. 1 Pl q
Question 2
On recurring audits, the audi
) tor shall i
all assess whether circumstances require the terms of th

engagement to be rey; }
e revised and whether there s q need fo remind the enti S

ty of the existing terms of
i

L

financial reporting framework for the Preparatio,
Of the ¢.
?_ea

ditop o
NQ.NQ mo_,

cqmﬁowaﬁ_

h-1b sA 210 gi_.am_w:
C 4 change in legal or regulatory requirements. )
i 4 change N the financial reporting framework adopted in the preparation of the financial
ma*nanim. ,
A change in other reporting requirements.
Question 3 P ».L.Yn?;..
for an audit as per SA 210. Explain how would an auditor proceed to establish the

ﬁ1®no:&_.+_.o=m

Discuss o
conditions for an audit. [Dec-21 & RTP May-21]

presence of pre

mo_cios

As per SA 2
as the use by managemen
financial statements and the agr
ernance T0 the premise on which an audit is conducted.

0 "Agreeing the Terms of Audit Engagements”, preconditions for an audit may be defined
t of an acceptable financial reporting framework in the preparation of the
eement of management and, where appropriate, those charged with

goV
In order fo establish whether the preconditions for an audit are present, the auditor shall:
o, Detfermine whether the financial reporting framework is acceptable; and

es and understands its responsibility:

tain the agreement of management that it acknowledg

b. Ob
ments in accordance with the applicable financial

i) For the preparation of the financial state

reporting framework:
ii) For the internal control as management considers necessary; and

iii) To provide the auditor with:
Access to all information such as records, documentation and other matters;

Additional information that the auditor may request from management for the purpose of

the audit; and
Unrestricted access to persons within the entity from whom the auditor determines it

necessary to obtain audit evidence.

notess. .

Ocnﬁ_.o_ﬁ_u

An audifeF*who, before the completion of the engagement, is requested to change the engagement to
one which-brovides a lower level of assurance, should consider the appropriateness of doing so. Explain

the circdmatances which may contribute towards a request from the client for the auditor to change

ent. [RTP Nov-22 + Nov-22]

C

the enga

Solution

An auditer=iho
one s:_nn:mos.amm a lower level of assurance, should consider the appropriateness of doing so.

A requ ; -
q M dm the client for the auditor to change the engagement may result from
L] Q ﬁ . 0
afige in circumstances affecting the need for the service,

T EPN ot Pcai A Py TR v~y vy 25y o

erme

, before the completion of the engagement, is requested to change the engagement to

O N (101111 €1 103 ol N O el 4 /-
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: e
VS Rules Based Approach B
cal gidoce apsm__,n ”zé_a.gma pprach o res:bosed prOsch, The o
< i that it requires compliance with spirit of ethics. It pegy;
ciples-based approach to ethics is that _.3. ituation based upon thei oy
aconnfnts o exercise professional judgnent i every situation : n_. ' professiony
 knowle oe. <k ..eaea&wr?.ssﬁ;aaszaga%ga use professional judgment to evalugty _

£

- even  situation to arrive at conclusions.

owever, rules:based
narrow outlook and spirit of ethics may be overlooked while strictly adhering to rules. Further, ryfes.
‘based approach is somewhat rigid as it may not be possible to deal with every practical situation relying

approach to ethics strictly follows clearly established rules. It may lead 1, 5 A

Therefore, it s necessary that spirit of code is followed.

Rz

)il,jr.,,,,....
,nr\}sp.
Question2

..i ‘
=i S ek i

SA 220 i premised on the basis that the firm is égo_m *omon 1%

statement in context of auit quality? (RTP May24) Wit do you understand by given

Solution
T s . S
I quality is essential to maintain confidence in the independent assynane

Itis responsibility of auditor to maintain high audit quality. € provided by the quditors

SQC 1and SA 220 both deq| with
to a particular audit engagement.
Based upon qualf i
quality control system of firm established in accordance with requirement
$of SQC1. quali
. qQuali

control policies ini i
: na pertaining to audit engagements gre decided by engagemen e
¢ feam is responsible f. f 4 E 99gemen p
or quality control procedures of a particular . T partnep

_“ b m es
@S ITy contr Q_‘ Moﬁ 1 va__ﬂu 0 entir e _= m. :oi&<~_ A
g NNO DUUT

with SA 220, 1 |
m:eomn:.—ﬂa in ohnoﬂao:mn
herefore, SA 220 is i
; 2 premised on the basis that h
rnm;.mu%&gomﬂ&. at the firm is subject to SQC ithi
i o2 QC 1. Within 4
that ; engagement teams have q responsibility to implement % B of
recedures that ore applicable to the audit engagement v o =
) ro|
it OB CA Shubkam Keswani

Question3 |
woh 1 requires assumption of leadership responsibilities for quality

Ch-1c Ethics + SQC-1/5A 220

ﬂ&voamc:i& required for audit engagements only? Who assun

within firm? How it is important for audit quality? [MTP I Sep'24)

soltion e
5QC 1 requires firms to establish policies and procedures designed 1o promote an infes
on the recognition that quality is essential in performing engogements. d.a.&%« ¥
-esponsibilites are required for all engagements and ot for audit engagements onfy.
5uch policies and procedures should require the firn's chief executive officer ‘

partners to assume ultimate responsibility for the firm's system of quality control. ...,

The example set by firm's leadership encourages an inner culture that recognizes high' ity cudit work.
o

chief executive officer or managing partners should have sufficient and appropriate expe

and the necessary authority to assume that responsibility.

e RS

Question 4 : Biogs |
An engagement partner takes overall responsibility for maintaining audit quality in § :

in accordance with SA 220. What are his objectives in aking and emphasizing such responsibility?
[MTP I May'24 + SI]

Solution :
ership responsibility of an engagement partner is fo take responsibility for the overall quality on

audit engagement.
actions of the engagement partner and appropriate messages fo the other members of the
gement team, in taking responsibility for the overall quality on each audit engogement, emphasise”

e importance to audit quality of:
plies with professional standards and regulatory ond legd

4—s i) Performing work that com

..._d requirements; .
T ii) Complying with the firm's quality control policies and procedures as applicable;

(D) i) Issuing auditor’s reports that are appropriate in the circumstances. 2&
m iv) The engagement team’s ability to raise concerns without fear of reprisals; and

-
.@?m fact that quality is essential in performing audit engagements.

c




o&_, aeae.z_ auditor of Lap of Nature, a firy, uss
_ £ poving tourism services including holiday pq aswa
aditer inchding his tear members free holiday for o e ]
; in the State of Tamil Nadu. The company has o m
ina all these years. Discuss why 95303_
bove situation?

(MTP-1 May2g) .

Doyt | o : inchuding engagement partnen
- sality fo engogement feom members ¢ . In
Hraw providing free hospitaity qovermingprofessiondl ethics are violated. Such acts of free
Dbty are copobie of impaining objectivity of auditor.
: The situation given in the question significs that quditers have formed refationships with client where
‘they may end up being o0 sympathetic to the clieat’s interests.
Due to free haspitality enjoyed by engagement feam members, they may fake a sympathetic view to

1S5ves which may hove arisen during course of oudit. In this way, familionity threats are created in the
Sitgation,

-é..

A professional accountant is expec comply wi R
o.%lamgsrfzf ces fo comply with the fundamental principles of professiona! ethics
Shuat; . fol principle governing professional ethics is viokated in the ¢

fians? Riated in the following
L A chartered accoumsant i ;

: vamtant in practice acoepted the appointmen
: > . intwent es an oud -
SiSYer was @ paréner, f ¥ es an ouditor of a firm in which his

2. A chartered SOme ins
4 S cTountant im prac S
o .pg M praciice was approached by his friend to seek . —
obout @ company, which was ¢ client of the chartered aco ; B metion
5 VIRITTENeS aZoountans
3. A chartered accountant in pracs

A e failed o inform his of . .
his chent, [May'2e) RS chent about the

(:Q% ™ dws Dﬂ..v:hbl..a .

Skt
..ﬂgﬂu.. ?g.ﬂ._a

() thﬁv};q}: The orinci e s
e MCDie oF phliia
y DIg ;JN.t—G - WAV neQuines thet o prof

2 professionsl activity i 2 cincumes. eSsiamal accoumtant

) 4 Tumstange or relotionshio wme Shall not e

. y SRy GGy 1 - hg’u .

RIIGmES reparding thet ardivisy Objectivity mrine ENCes The alcoumban g g ke
i prmople will be visizted im the oiven Sh o ESSiomy

odi QB CA Shubbam Keswan;

chlc Ethics + SQC-1/SA 220 e
hartered accountant i pracice accepted the appointment as an audifor of @ f

inhovo%. A 5 S

@ Confidentiality: Confidentiality principle requires a pro
confidentiality of information acquired as a resuif of p ofess
ﬁ%man::n_mq principle will be violated in the given situation where a che
could not refuse his friends requested to seek some insider information cbout
n.ala.& accountant. . ;,a
SR
@) professional Competence and Due care: A professional accountant shall comg
vzm«uaa_ competence and due care, which requires an accountant to attein end mas
knowledge and skill at the level required to ensure that a client or employing oroet
competent professional service, based on current technical end professionel standards.
jegislation: and oct diligently and in accordence with applicable techaicel end professi
rd_ﬂn&_.oa_ Competence and Due Care principle will be viokated in the situction where @
occounfant in practice failed fo inform his client cbout the change in lews eppliceble fo his

A

woc)

Question 7 - o
CA P is a professional accountent Smmiﬂmz»ﬁdmom%‘ ‘ﬂdmﬁm.ﬂlq&aln.lnlﬁ_ :
joyer he has to be clert to the possibility of inadvertent disclosure of eny information outside the
employing organization. However, in view of disclesure required by low, CAP hed to diviige the
information and documents as evidence in course of legel proceedings. Whether CA P hes violated any
rinciple governing professionel ethics in this case? Explein. [Sep24]

emp

fundamental p

-

cankidentiality principle requires a professional eccountant to respect the confidentiality of information

derd-ed os a result of professional or business relationships. Confidentiality serves the public interest
s it facilitates the free flow of information from the professional eccoumtant’s client or employing

o_.anu..o.. +o the accountent with the understending that the information will not be disclesed fo e

tiind Dorty.
4

Hiladver, such confidenticl information may be disclosed, for example,
QD when it is required by low,
m when it is permitted by low and is authorised by the client or employer or
H there is @ professional duty or right to disclose when mot prohibited by low.

el
| 2 -

of case
r@o.,m. Situation CA P, who is  professional accountant in service, end in terms of employmentand
J relationships sbv}mm|09.ﬁ1£mmﬁ431u§3%%& ¥

Siong



4 PQ:.:
However, CA P had to divulge the infopm,

and same was required by law,

S_._: .
loying organization. tiop iy
F dings “al
60* _@mn_ vﬂonaﬂ Ing

fon violation of fundamental principle of ,noam%ia__.?

Conclusion .
Therefore, CA. P il not be held responsible

%E.:E _._.o?aaa_ ethics.

1

CA N, engagement partner of LPS & Associates, is plan
preliminary engagement activities being vnle.a& in this
with independence requirements is adhered. How shall he form
independence requirements? [RTP Sep'24]

ning for audit of a large company. As pant .
regard, he wants to ensure that complianc
a conclusion that audit firm complies Wi

OR
How does SQC 1 ensure that independence in engagements is not breached by an audit firm? [SM]

Solution
The engagement partner, CA N shall form a conclusion on compliance with independence requirements
that apply to the audit engagement.

In doing so, CA N shall: -

c Q_. N—ﬂ an _.3 orm i i K S
I e Tl 0 _&N _. Q:Q evaluate ._ m I ar & re 0 *
OU_ nr vant ‘ rmaf on _:vz_ _—_ ‘ rm f nt _ [ i
: circumstances _D 1ons _U

ii) E i i i

) Evaluate information on identified breaches, if any, of the firm'
Procedures to determine whether the : -
and

independence policies a
. nd
y create a threat to independence for the audit engagement

iii) Take appropriate action to
¥ eliminate such threats op
v red
- n_._omm .“:maag an acceptable level by applying safeguards, op
nsidered appropriate, to i o5
! . to withdraw fro i
permitted by law or regulation g = v
| awal is
The engagement
partner shall prompt| i
MRAC e Ptly report to the firm any inability to resoly, th
€ The mattep f
or
Juestion 9

which they practice, the threats to inde

reats, i idi i
Explain the guiding principles in this regard. [RTP May-21]

OR

lit OB CA Shubham Keswani

. .@Iu:mam:,:m above, holding of shares of the same
Tanstitutes threat to his independence. Therefore,

@heat by selling shares immediately bef
moc_a not accept the appointment as an auditor.
—

-@nm:oz 10

{Z3 per SA 220, "Quality Control for an Audit of Financial St

tenotess.

Ch-lc Ethics + SQC-1/SA 220

A sudhakar has been appointed as the auditor of AMRO Ltd. Before accepting _»:n,.%nom
earns that his cousin, who held shares in the company and recently passed away s:roﬁ.n_.m_%o:, 1«
nim as the nominee for these shares, which have substantial value. Although holding such shares ._._....o:m
o distant relative does not violate legal provisions or affect his independence, this unexpected
inheritance places him in a dilemma, Advise CA Sudhakar on how he should deal with this situation and
safeguard his independence.\[RTP Jan25] Ay

E 47

Solution
In the given situation, holding shares by CA Sudhakar involves financial interest in the company andisin

 self-interest threat, Though he has come to hold shares due to nomination made by his distant

nature o
ve before accepting the appointment.

relafi
The Chartered Accountant has a responsibility to remain independent by taking into account the context
in which they practice, the threats to independence and the safeguards available to eliminate the

threats.
Safeguards are actions, individually or in combination, that the professional accountant takes that

offectively reduce threats to comply with the fundamental principles to an acceptable level.

s the issue, the following guiding principles are to be applied: -
it is essential that auditors should always

To addres
. For the public fo have confidence in the quality of audit,
be and appears to be independent of the entities that they are auditing.

Before faking on any work, an auditor must conscientiously consider whether it involves threats fo

his independence.

When such threafs e
t in place safeguards which reduce the threats fo an
as evidence of compliance with

xist, the auditor should either desist from the task or eliminate the threat or
at the very least, pu acceptable level. All such
safeguards measures need to be recorded in a form that can serve

due process.
If the audifo

accept the work.

r is unable to fully implement credible and adequate safeguards, then he must not

company for which he is of fered appointment as auditor

CA Sudhakar should take steps o eliminate the

ore accepting the appointment and in the absence of same, he

atements” the auditor should obtain

rmation considered necessary in the circumstances before accepting an engagement with a new

41
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: Leam With 1 k
(d assist the auditor in accepting and 83_._:_.

5 ! 1c Ethics + SQC-1/SA 220 e
o abat WU , Ch . ¥
iﬁa_sh»_s*%. " o 7 oy
L G , | guch policies and procedures should address relevant HR issues including:

career development, performance evaluationete,

) training, A

. . inui relationship wi , ; i
il it the auditor in accepting ond continuing of relafionship with gy, here should be emphasis on the continuing professional development of firmis p
formation would

%

CLny . L
3 e e estion 13 T R ——
ty of principal owners ideration of necessary capabilities including time ang WH M is the engagement partner of the firm M/s Y2Z LLP and he is auditing ¢ro*~i=&&&.ow
‘g-.. mpetence of engagement team gneicens) jisted entity ABC Ltd. The audit firm has determined that an engagement quality 2.,33_..
P cis y n._E:.& for this assignment. Discuss the responsibilities of CA M as an o:m@o:si
: S irements CORRE. r 3 : g S
G ompliance with relevant srh__s__ _.SM.“H”M or previous audit engagement and their implicationg engagement quality control review as per SA-220. i
G arisen during . i
.,A () m_mﬂﬂ_”ﬂa aﬁ“& partner in deternining whether the conclusions reached Smﬂasm the
B ass| e en T ' nts are appropriate. fon 3 e audit er
 acceptance and continuance of client relationships and audit engageme PP solutio 5 220, for audits of financial statements of listed entities, and those o*sn_,“ncama, i
i for which the firm has determined that an engagement quality control _.asn_,z _m...om:_& e
if any. :
: ; tner shall: oy
tive company client that has been in engagement par . 3 infed’ L
onr.& J\ a E..o%nn vw H B otinG the.ait o Determine that an engagement quality control _.n<_n.2n_. has been a.%o__sa.: s o
‘business for about 10 years to conduct an audit of its financial &ananam.. efor pTing _.v. - ss significant matters arising during the audit engagement, including ¥
lengagement, the firm wants to access the integrity of prospective client. With regard to the assessment i) Discu

gagement quality control review, with the engagement quality control reviewer.

of integrity, which matters should be considered by the audit firm? [RTP Sep24] the en olesion of the engagement quality control review.

¢ the auditor's report until the com

_ dat . . nsulted or, where
: 3 ZM *mi ences of opinion arise within the engagement team, with 4__.”“@ 8* s
i =olution i) 235 Ll t partner and the engagement quality coniro '

WW i tween the engagement p o Ivin
- With regard to the integrity of a client, matters that ABC & Associates should considers include, for applicable, *UN m shall follow the firm's policies and procedures for dealing with and resolving
~ example: engagement Ted

M“ ? i i : S oot : nces of opinion.

- * The identity and business reputation of the client's principal owners, key management, related differe

parties and those charged with its governance.

5 The nature of the client's operations, including its business practices, Question 14

n en mel
mom ﬂ QS\N__m CUO e QQQN n . .
* rm —— \ I i f | /\U )
i ssucna eview I NAC__ NQV _ or 2—— .ﬁ—_ _ e C_. en .
U.N Qﬂ. s\ﬁowﬁ_ \ O- | m _O e —QDQN_:N:_M _O_ Sl:ﬁ: moﬁp IS 30— __—Dﬁﬂﬁ_o— Ku TS _m \<’A—< Nb_

i i
quality control review (EQCR) as part of system of quality confrol i

Information concerning the attitude of the client's principal owners, key management and those gagements EQCR is mandatory? What shoul

charged with its governance fowards such matters as aggressive int

erpretation of accountin
standards and the internal control environment. 2

Whether the client is aggressively concerned with maintaining the firm's fees as |oy as possib|
ot e,
Indications of an inappropriate limitation in the scope of work.

; : t quality contr
o : : , Solution eviewed by an engagemen
_ Indications that the client might be involved in money laundering or other criminal activities uld be r

i nt sho
s Significant judgments made in an w:maoman o e
reviewer for taking an objective view before the rep

| i i ments of liste
g m li trol review is mandafory for all audits of financial stateme!
* Engagement qua ity contro

. The firm should establish policies and procedures designed to provide it with reasonable assurance 1},
at

it has sufficient personnel with the capabilities, competence, and commitment to ethical pping

entities.
Discuss the personnel issues addressed by such policies and procedures. [MTP Oct-19] ples.

. ul
+ In respect of other engagements, firm m:o.
ment quality control review.

i i
d devise criteria 10 determine cases requ

performance of engage!

intermediatenotess

there is no progress

“If there is no m&ﬁtmm\a.
Audit QB CA Shubham Keswani
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Leam With By

& Programmeé )

Test You

i . i i statutory auditor of ¢

ENRE 0 of 30years is appointed as @ Q_N_, i osvos

e uipment. Due fo opening pijdefence s + Y 9 :Js.mz* to

ol L ua nies have entered the fray to aazcﬁn ure sop _m.:n&a

: _x..s:o players in recent times, many new compd lex nature of operations, the auditors recognize hat
defence equipment. Considering technical and .Sﬂv e T ¢

i dit is required.

involvement of experts in the au

auditors fall in the domain of planning audit?

{1 .
m@-m@.ﬁ.—;ﬁ%ﬁ r Understanding

o ;mﬁ Co, a firm

Consideration for involvement of experts by auditors falls within domain of planning. While planning qn
ther involvement of experts is necessary.

M Solution
H
" audit, auditor would have to consider whe

Facts of Case: In the stated case, company is involved in technical and complex operations.

Conclusion: Therefore, while planning an audit, auditors would have to consider whether involvement of

expert is necessary.

Question 2

CA xnl_.x._.u planning for audit of a company engaged in manufacturing of cosmetics. Considering nature
of o”nazoa of the company, he had planned to include testing of controls of the company over
purchases, sales and inventories. One fine day, he reaches the corporate office and asks for manuals

and i i i
o .13548 documentation to ensure surprise element in testing, He had never shared with management
Is intention to carry out above procedures, Is approach of CA Kartik proper? Iy

Solution

The auditor may decide to discuss eleme

nts of planning with the entity!
conduct and management of the audit en : Y ADgReno JRgiiiate the

gagement without compromising effectiveness of audit
IT.

Facts of Case: In the case, CA Kartik has reache

Management his intention to test the controls

e
ghficefofithe company withoyt sharing with

idit QB CA Shubham Keswani

W|I|||‘

PO

rial misstatements. Considering above description, are you able to identify said procedures? Where
tified procedures are included in planning in accordance with SA-300? A

ch-2 Audit Strategy, Planning & Programme ~ Leam with Fun

mate
43&& iden

solution -
These are planned risk assessment procedures to identify and assess risk of material misstatement.

The objective of planned inquiry of inhouse legal counsel is to identify and assess risk of material

3..&333«3. Such planned risk assessment procedures qre included in audit plan in accordance with

.m)-woo

Dﬂ&“—.mOS & . E A g T et 2
CA shubhendu is statufory auditor of a social media company. Due to change in information technology

regulations by government, it has become mandatory for such companies to constitute “grievance
redressal mechanism” for users of social media platform of the company. Failure to comply with
regulations can potentially lead to civil and criminal liabilities against the company. Is above factor fo be

considered by auditor while framing audit strategy?

Solution . :
Changes in laws and regulations affecting the company is a factor to be considered while establishing

overall audit strategy. There has been change in information technology regulations applicable to the

company-

Non-compliance of the same can have implications in form of civil and criminal liabilities. Such an

important matter concerning changes in laws and regulations is to be considered by auditor while
establishing overall audit strafegy.

iy

Qlestion 5 ;
undergoing practical training, is part of an engagement feam conducting audit of a company

eflggged in manufacturing of paints. He has been provided with audit programme pertaining to sales. It
__.hoﬁ various items to be checked and verified by him including invoices, rate lists, posting in debtors

E.hryim_ correlation of invoices with e-way bills on sample basis efc.
e

a . .
Ifg verification, he notices that many e-way bills have been cancelled by the company within 24 hours

0 ir generation in month of March. There is no specific instruction in audit programme in this regard.

Hg=keeps mum. Is attitude of Rohit proper?

ma_.o:
Amrfude of Rohit is not proper. The assistants should observe matters objective
ema to the notice of supervisor/principal. Reasons for cancellation of many e-way bills in month of

need to be looked into. Matter should be informed to engagement partner.

ly and bring significant

Audit QB ¢ Shuhh 45
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Leam With

iy

MCQs
¢d in planning an &

A5 ider :
o th followg ' 3.“@”_..“__”,2 framenork of 0" entity

(o) Understondi of legal and iy
_. ,w.wvz& %HM._«.. determination of materia®Y
: ,\3 Evaluating audit evidence o
| (d) Need to consider involvement of exp

dit mn:ng__xv

s BT

about audit plan?
lized for an engage
direction of pl

2. Which of the following Is :.co
(a) Once an audit plan has been fina :
i iming an
Audit plan includes scope, timing ot o
MNW Changes in audit plan cannot |ead to change In audit strategy
(d) Audit plan has to be documented by auditor.

ment, changes cannof be made fo it,
anned risk assessment procedures,

; mally?
3. Which of the following is not included in an audit programme normatty
(a) Extent of checking
(b) Date of checking
(c) Nature or type of procedure
(d) Planning of risk assessment procedures

4. Which of the following is not an advantage of an audit programme?
(a) It acts as a guide for audit of coming years,

(b) It fixes responsibility of assistants.

() It serves as a shelter for assistants,

(d) It serves a proof of work done by auditor,

m.S\Zn:om»romo__oi_.:mWao&mavoloa. principle for formulating an audit plan?
(a) Gaining knowledge of client's workforce

(b) Gaining knowledge of client's business
(¢) Gaining knowledge of client's vendors
(d) Gaining knowledge of tax laws applicable to client

Answers 1. (c) 2, (d) 3. (d) 4. (c) 5. (b)

Case Study
Kaur & Associates, a sole proprietor firm of Simran Kaur, is of fered a

engaged in manufacturing of automobile components for the first ti
integrity of promoters of the company and key managerial persons, M

to perform the engagement are also considered by her, The appointment is subsequently accept
her.

PPointment as auditon of aQ
me. She is fact nranrsw a
afters such as competenc

noavnzv\
bout the
€ of staff
ed by

Audit QB CA Shubham Keswani

termediatenot

@in

strategy, Planning & Programme

Audit Learn iwn_ m::
. also taking Into account number and location of branches of the company, requirements &
eas (¢ TII of Companies Act, 2013 and expected time by which audit has to be completed keeping in
hedu Mio ry requirements, Initially, she has thought it proper to inquire key employees of the company
“Eza_i and marketing departments and planned for the same. She has also planned o visit three

f the company. The purpose of planned inquiry and visit is to identify and assess risk of material
fants ©

1od set of instructions has been prepared by her office and it has been handed over o &mmﬁo:mm
A detalleC + team. These set of instructions include details of extent of checking and nature of audit
in Smomnanz o vmloaana regarding purchases, sales, items of income, items of expenditure etc.
cedures i se of execution of above set of instructions, it has been brought fo her nofice that
puring }.m no_““ producing substantial quantities of scrap generated during manufacturing process.
company _”oo.zm +ructions have been given to engagement team in this regard.
_\_oiw<w1‘

pro

is fact checking about promoters and key managerial persons. She is also dening
; ¢ | .
1, Auditor _o* staff o perform engagement. What is she trying to do?
nce
S ablishing audit strategy.
ducting preliminary engagement activities.

comp :
(o) She s est
is con
(b) She 1S €OT=7= it plan
e &Nm_ «:3@ DCQ:. ﬁ an. ; :
(c) m”m _.M nrmmﬂ_:m her compliance of ethical requirements,
(d) She'!

i 3 : K
r and location of branches, requirements of financial reporting framewor

. i umbe ; inal=
2. Considerafion of n o relevant factors primarily for which of the following

and expected time of com

dit plan
a) Developing au ,
MS Establishing overall audit strafegy

S

. () Designing audit programme
ﬁ (d) Designing risk assessment procedures

. _D_:_.mw __:o Dﬁhoc_—_ &th _U__O_— O_ ﬂ_D_:_ﬁ& _:DC__K Q:Q <_M__ i_—_ﬁ—— O— :_ﬂ —O—_Oi:—@ M—D_N:—Nz-m
'

Js TRUE?

(a) Plann A =
b) Planned inquiry and visit are planned risk assessmen )
c

(
(
(

trategy. i
ed inquiry and visit fall in area of audit strategy I e
) The said description is not related to audit v_osz_:m‘aam
I a :
d) Planned inquiry and visit fall in scope of audit progr

s?
i i agement team known a
4, What is detailed set of instructions given to assistants in €03 g

(a) Audit guidelines
(b) Audit plan
(c) Audit Programme

AUdit QB CA Shubl n Keswa




d in detailed sef of instructions ;
v

overlooke
y CA Simran Kaur?

of action b
Iready begun

n:z

t team. What should be proper course
(0 m_snﬁ.a ignore this information as audit has @

(b) She should modify earlier set of instructions.
 (0) She should leave the mafter to wisdom of engagement feam- : .
: ded with complete informgs:
_os

f  (d) She should put the ball in court of management 5 she was not prov!
i g—._mn—..

Answers 1. (b) 2. (0) 3. (0) 4. () 5. ()

A Corvect/Incorvect (TCAT SW)
1. The establishment of the overall audit strategy and the detailed audit plan are not necessarily discret,
or sequential processes, but are closely interrelated since changes in one may result in consequentiy|

changes to the other.

M“n_ _nnn_a_ M*QHM“M”“ MMH__ audit &335. : has been established, an audit plan can be developed fo achieve
b o..a:._&_.& 1“._“”. the n.m_n_ni. use of the auditor's resources. The establishment of the
o *nﬁ. an n.%a__.& 2_9.4 plan are not necessarily discrete or sequential processes
inter-related since changes in one may result in consequential changes to the other .

2. Establishing an overall audit strategy that ope, fiming and direction of the audit, and tha
udit strategy that sets the sc imi

| i 2, o o :

guides the development of the audit plan is prerogative of the aozommam“_” 8 1 % o

Incorrect. The audi .
A uditor mv.a__ establish an overall audit strategy that sets the e
it, and that guides the development of the audit plan scope, timing and direction

3. Planning is a discrete phase of an audit

Incorrect. ing i 7

- Eﬂzz_dm is not a discrete phase of an audit, but rather a continual
in shortly aft i : ; : Uafand

the completion of Hr il etk ectionvish)the'completion'of the previots oc_a.*
e current audit engagement. Planni 1T and contj .
of certain activities and audi . Planning, however, includes consideras: Inues until
udit procedures that n : nsideration o f

B i peocadires eed to be completed prior to the unloﬂanzn* +”m timing
eof further

terative process that

. m b m_NMMh.UN NQ__ S|
& ) QN-Q;NQ )EQ: __O amme once U_N ar NQ ‘O_ a UE a us: 0 D: UC Iness

Undep q|
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P

. Helping the au

ediatenotes

o A E is auditor of LM Ltd. Before comm
-m___wca:. Planning includes the need to consi
n& the risk of material misstatements. Enu

@ 49

ch-2 Audit Strategy, Planning & Programme
Businesses vary i . 5 S ey g n i

Hzao:.nn.-..ac_o to 3:2“ _“M_.B.,s.o. size and composition; work which is suitable o one busir ssmay :

not be Mc_ G .*nr _n_MJQ and operation of internal controls and the nxn& Pn.% “ofithe.

service 10 y the auditor are the other factors that { = o

of such variati . at vary from assignment to assignment.

on account of such variations, evolving one. audit programme applicable. to.dll busi ior Al

n:.n_._a&%nnm is not practicable o all business under ail

5, The qudit plan is more detailed than the overall audit strategy i

Goises ﬂrmﬁoc“m%_”hwhs ore detailed than the overall audit strategy that includes the nature, timing

and extent of auditp ures to be performed by engagement team members. Planning for these audit:

rocedures takes place over the course of the audit as the audit plan for the engagement develops.

Past Exams/RTPs/MTPs/SM Questions

Question 1 : = Lup |
surya and Chand Ltd is a manufacturing company engaged in the production of miscellaneous electrical

; 00ds. Trilochan and Co. has been appointed as the auditors to carry out its audit. Auditor thinks that
planning an audit would involve establishing the overall audit strategy for the engagement and developing
qn audit plan. Also. Adequate planning benefits the audit of financial statements in several ways. Analyse

and Advise explaining the benefits of adequate planning.
(MTP May24 + RTP Nov'21 + Nov'18 + RTP >>o<.umu

Solution
planning an audit invol

audit v_os‘

ves establishing the overall audit strategy for the engagement and developing an

statements in several ways, including the following:

benefits the audit of financial
ditor to devote appropriate attentio udit.
tial problems ona timely basis.

t so that it is performed in

Adequate planning
n to important areas of the a

uditor identify and resolve poten
nage the audit engagemen

Helping the a
Helping the auditor properly organize and ma
e and efficient manner.

the selection of engagement fea
ed risks, and the proper as

f engagement team members and the review 0
£ work done by auditors of components and experts.

an effectiv
Assisting in
competence fo respond to anticipat
Facilitating the directionand supervision o
Assisting, where applicable, in coordination o

m members With appropriate levels of capabilities and

signment of work fo them.
f their work.

ear's audit, he initiated planning for the
rior to the identification and assessment

[May24] OR

uestion 2
encing with current y

der certain matters, p
merate such matters.

Audi :
udit QB CA Shubham Keswani



D Leary Wigy
| and iferative process that Often, vf,,,
< audit @ es until the completion of the ncwga
o rtain matfers prior o the Pepy

\ ( ce aug;

ced 10 consider ; it
n rial misstatement. Explain clearly stating ;%.
0un

cks of mate

ther acontinu
nd contind

as per 5A-300, "Planning ¢ Audit of Financial Stafements?, Planjp,
but rather a continud! and iterative process that often begins mroz;

ntext of recurring audits,
us audif and continues until the completio, .

phase of an audit, :
nnection with) the completion of the previo

Planning, however, includes consideration of the fiming of cerfain activities and audit procedures thq

need to be completed prior fo the performance of further audit procedures.

For example, planning includes the need fo consider, prior fo the auditor's identification and assessment

of the risks of mate-ial misstatement, such matters as:
es to be applied as risk assessment procedures.

1. The analytical procedur
ramework applicable to the entity

2. Obtaining a general understanding of the legal and regulatory f
and how the entity is complying with that framework.

3. The determination of materiality.

4, The involvement of experts.

5. The performance of other risk assessment procedures.

Question 3

Preliminary engagement activities include certain activities to be performed by an auditor while planni
Ile planning

an audit. Discuss such activities briefly. How performing such activities assists an auditor?
itor?

[RTP May'24 +SM]

Solution

Preliminary engagement activities include following activities: -

MV vnamo‘.&_zm procedures regarding the continuance of the client relationship
) méEﬁS.m compliance with ethical requirements, including independence

c) Establishing an understanding of terms of engagement

Performing preliminary engagement activities assists auditor in identifying and eval
3 . y "o Q CD*.
circumstances that may affect auditor's ability to plan and perform audit engagement "

Audit QB CA Shubham Keswani

9 events or

b

udit Strategy Planning & Programm

0=.N> et e——
D,:GM*_O—.— 4 . . i ...:?M..J
Jou have peen appointed as an auditor of MKP Ltd, for the first fi
$nid ored by yoU while establishing overall audit strategy. [MTP May-22)
c
o s S
“In w.&nc:mzzm the overall audit strategy, the auditor shall, among other considerations, ascertain
Sture; timing and exfent of resources necessary to perform the engagement’ Explain thos
n o derations in detail. [MTP Oct-21] ,
co
solution g : - S e
A5 per 5A-300, Planning an Audit of Financial Statements", the auditor shall establish an overall audif
stratedy that sets the scope, timing and direction of the audit, and that guides the development of the
qudif plan . ik
n ¢stablishing the overall audit strafegy, the auditor shall:
acteristics of the engagement that define its scope;

i Hmmz.:? the char
i Ascerfain the reporting objectives of the engagement to plan the fiming of the audif and the nafure

of the communicafions required;
if). Consider the factors that, in the auditor's professional judgment, are significant in directing the

«:mommami team's ef forts:

iv) Consider the results of preliminary engagement acti
ther engagements performed by the engagement partner for the

Jities and, where applicable, whether knowledge
entity is relevant; and

mazma ono
v) Ascertain the nafure, timing and extent of resources necessary to perform the engagement.
Question 5 . ;
as an articled clerk. He was in process of assembling audit

ntly joined an audit firm

mited, as per the instructions of his senior. While assembling, he

subodh has rece
working papers in audit file of Cop Li

v noticed following working paper in audit file: -
0 Timing of Audit Activities
E Activity : % Expected Timing
O Audit Eo:\:.:m Py
% Audit Field Work [ July 10, 2023 - August 20,2023
== | Review Ww‘;mzommw 2 H \ | August 21, 2023
. E Review by Engagement Parfner : August 22,2023 - August 25,2023
O | Review by EQCR N August 26, 2023 - August 27,2023
L Response on Audit Memo ‘ - August 28, 2023
m Review by Partners - internally post response on | August 29, 2023
H cﬁca:. Smcgom Mmadss -
eview by EQCR P
m Finalization of Audit Report and Financial | September 01, 2023 - September 02,2023
@ Stafements .
\ Audit QB CA Shubham Keswani



k]
F._VA

Jich e nﬁm&nﬂ& by :MU audifor while estapy
%& in cbove working paper could hay,

escertain the reporting objectives ”
+f the communications required, m_caaua
ing objectves of the engagement. 3
(TP Nov-21/ Apr-23/ ayz,

The audftor sl estaish an overdll audit stratesy shat sets the scope, timing and direction of g,
audt, ond that gides the development of the oudit plan. One of the factors to be taken _.EM
considerction while estcblishing audit strategy relates fo ascerfaining of reporting objectives o
engegement 10 plen the timing of the cudit and the nature of The communications required.

Some of the instances ore given under:
o The entity's timetaole for reporting
. oqgsa of meztings to discuss of nature, timing and exfent of audit work with management
1 . oauaa.g with monagement regarding fhe expected type and fiming of reports to be issued
i including the auditor’s report
» Discussion with manogement regardi 3 icati
egarding the expected commi status

= L p unications on the status of audit work

Expected nature and timi .
2 ng of communications :
nature and timing of team meztings e Gt N.Sammawi feamimembers, including the
eetings and timing of the review of work performed

R R i
-

In the given cas ighli
" g : case, working paper highlights that auditor has taken into account i
plan the audit and nature of the communications required T

Since the worki 6
dng paper relates to the statutory audit of a company, the a
\ ‘ scerfaining of repor
porfing

objectives of e J
J ngagement helps the auditor to plan timing of different audit proced —
ures and also nafuree= i
— Question 7

of communicationg,

Question 6

N —*\— I 4 company w:\‘:\ furi ‘\\ \r\n\*\ | g. Th
V\ \ anutTactuy BQ \\& INEETS and v OW CO 7 e ave D_g—uo nte
r [y 1How cover. y h
ed ;\M (

?gﬁ‘\ﬁ\\k Account 18, a8 wrw\ﬁx ditors. The a tor 15 est gh dit strat
ccountants, as 2l th_ ors. r\ auditol 15 €5 a?__ _BQ au :
9 stra SQK ;\:I .
: 1S team

members, As
g g the work progressed, they came to know that the company has diversified
OV They a v ) ersified itg
y are algo planning to manufacture wooden furniture, The auditor, in h 1 its
: “ ,In his professio

Audit QI3 CA Shubham Keswani

L

A
v

eSS

not

{0 Overall audit strategy sefs the scope, timing and direction of

m the more detailed audit plan. The process of esfab

{13 fo determine such matfers as for exampl

& Co., m the use of appropriately experienced team members for

i oncomplex matters

bugi
Siness and ()
,__:5...3@3 e

=

o Strategy. Planning & Programme S e

ﬁ?\N g ¢ epa < b g

< thisfobead significant factor in directi ORI B s
nSIOES G s e ing the engagement team's efforts. Give examp. e
factors that, in audifor's professional judgement, are significant in directing the et *_mw %
cffort* [Moy 24] sy VR

R ,
11d., @ rapidly growing manufacturing company, appointed Ridhi & Co., as statuto a&:w@..”
ent team of Ridhi & Co. identified key areas requiring scrutiny. m“ns as revi B : o? 5
valuation, and related party fransactions. Based on his v_.&nm.mmo:o_ ,.E%a“s Mnnm“__a _M-..N
partner, directed the engagement team to focus on these critical areas Q“.v_xm_m_ : :_.a
r detailed testing o ensure accuracy and compliance. Give some examples of :._.n factors :M.:.o
i ered by CA Ravi for establishing the audit strategy. (MTP 1 Jan'25) OR e

qudifor needs fo direct efforts of engagement team towards matters that in his v_.&nmmmo_.h_.
are significant. Preliminary identification of material classes of transactions, account balances
help auditor in establishing overall audit strategy. More energies need to be devoted o

The
?%awi

ond disclosures
igni ficant matters to obfain desired outcomes. Give three examples to explain the above situation.

[MTP IT May24]
golution
The auditor needs to direct efforts of engagement team towards mafters that in his professional
..:%:&3 are significant. Preliminary identification of material classes of transactions, account balances
and disclosures helps auditor in establishing overall audit strategy. More energies need to be devoted

%o m_,mamnai matters to obtain desired oufcomes.

amples are listed as under: -

Few €X
ansactions which may determine whether it is more efficient for the auditor to rely on

. Volume of 1T
internal confrol

« Significant industry developments such as changes in industry regulations and new reporting
requirements.

. Significant changes in the

. Other significant relevant developments,

financial reporting framework, such as changes in accounting standards.
such as changes in the legal environment affecting the

enfity.

+he audit, and guides the development of
lishing the overall audit strategy assists the auditor

e - the resources o deploy for specific audit areas, such a
high risk areas or +he involvement of expert:

Explain the other three such matters. [RTP May-20]
OR

Audit QB CA Shy

n Keswani




5 Q. -lﬂug sm——_ _‘
P me b Snﬁocaaz»m‘ as the statutory audifors fop the vi, A Jit Stratcgys Planning & Programme
MN& ,, Chartered AE="E essment procedure, Hoy Yeo, Ch2 2" +ure, timing and extent of p| ; I T ey
M/s. MN od his risk ass evep . Then Planned risk assessment ips,
e ner complet employe d to conduct the audiy w~ he 3 i) e ntifying and Assessing the Risks of errkion procedures, as determined
nt of human resources bzt he scope, timing and dij "oy 4 Tt Environment”, Misstatement through Und
el || audit strategy for mn.:_a.m t \.__ o .:.nnze_ t an nature, fiming and extent of planneq
g plishment of overall audit strategy Will assisT him in %ée 7 -mined under SA 330 "The Auditor's g further audi procedures af the assert
rocess of am:_. _ dit areas. ﬁm%.mh + MTP May-18] p e r v_nzznm audit procedures that ape nu.v onises To Assessed Risks”,
rces for various au OR if) oaﬂnma uned tobe carried out 5o that the engag
: ‘ , . to be employed wit .
, udit of Hand Fab Lid s worried as o management of KeY &zmﬂ AR . detailed th
S AT : +or? : is more detailed than th ;
- Theauditor T0 4l to the audifor ydit plan i e overall audit strat, - A
" qudit, Required How the audit strategy would be helpf The n* of audit procedures fo be performed by engagem o»«ﬁ that includes the nature, timing and
4 oxten h ~'dagement team members. Planning for these audit
4 cedures takes place over the course of the audit qs the audit plan for the en t devel
: ; . bt sefs the scope, timing and direction of ; pro gagement develops.
" The auditor shall establish an overall audit strafegy tha e
Ao dit plan. Example

i 5 : audit, and that guides the development of the au planning of the auditor's risk assessment procedures occurs early in the audit process.

/ O
T A : : ; ing the nature, timin T
e .:., .* establishing the overall audit strategy assists the auditor fo defermine, subject toth,  , However: v_%”_”w_ £ ﬂea nxhna of specific further audit procedures depends on
" The process of establi e S +come of those ent procedures.
o o s, tters as: the ou ) X
R uditor's risk assessment procedures, such ma . : iti b [ .
i moa_.ﬂ_n_zonuoﬂ”“mna deploy for specific e&ﬂ ureas. such as the use of appropriately experienced teqn / In addition, the a_.a:oaoa_av\ £gif ”_m execution of further audit procedures for some classes of
° 7 . 1 o . . .
; n” for high ”xo< eas or the involvement of experts on complex maffers; B fisactions/Naccotnieg iEesal disclosures before. planning all remaining further audif
‘members for high risk ar
ures.
i) The amount of resources to allocate fo specific audit areas, such as the number of team members uéawa
 assigned to observe the inventory count at material locations, the extent of review of ofther auditors' 5
work in the case of group audits, or the audit budget in hours fo allocate to high risk areas; Questio : e "
; e . ' t+ of ABC Ltd., a medium-sized manufacturing company, th i
jif) When these resources are fo be deployed, such as whether af an inferim audit stage or af key cut-  puring the audi g R s T

directing and supervising the work of the engagement team. The team includes both

_é%o:mmv_w for .
mbers and several new trainees. Additionally, certain areas of the audit have been

«xnn:.mznma me

identified as hig
ounting policies. What factors should the engagement team members consider when

nature, timing, and extent of direction, supervision, and review of the engagement

of f dates; and

iv) How such resources are managed, directed and supervised, such as when team briefing and e . . :
h-risk, such as revenue recognition and invenfory valuation, due fo recent changes in

debriefing meetings are expected fo be held, how engagement partner and manager reviews are
expected to take place (for example, on-site or off-site), and whether to complete engagement  ABC Ltd.'s acc

quality control reviews, U etermining the
bam's work? [RTP Jan'25/Nov-22/Nov-21]

Question 8 ot
Engagement Partner CA Hitesh Kapur of Kapur and Associates wanted to develop an audit plan of Do_czo:
Sampurna Fabrics Ltd. Discuss the matters to be described in such an audit plan, [RTP May-22] OR n:m auditor shall plan the nature, timing and extent of direction and supervision of engagement team

) i -_ﬂluenacma and the review of their work.
Auditor shall develop an audit plan that includes description of audit procedures, Specify requirements )

in this regard. [MTP May'24] ment team members and review

rm.:m nature, timing and extent of the direction and supervision of engage
@3 their work vary depending on many factors, including:

m. The size and complexity of the entity.

&=+ The area of the audit.

m. The assessed risks of material misstatement (
£ material misstatement for a given area of the audi

ol ,@5: QB CA Shubham Keswani

Solution
The auditor shall develop an audit plan that shall include a description of

n the assessed risk o

for example, an increase i
ponding increase

t ordinarily requires a corres

udit OB CA Shubham Keswani




E& _ision of engagement feam amsvmwu\ ang

R e menbers performing the audit wopy

Qs.,&wn,_%. Discuss the purpose served by js ea%
g El_.s_e. engagement circumstances, Y
[RTP
z?-_
; audit plan is a record of the planned 8.::.9 :.5“.8 and ey
Meaning: The documentation of MH?..}M audit procedures at the assertion level in respqng
_ es
~ of risk assessment procedur
 the assessed risks.
o Purpose: It also serves os a record of the p
reviewed and approved prior fo their performance.
» Tools: The auditor may use standard audit programs an
5 ﬂ& 10 reflect the particular engagement circumstances.

Pery
e fo

roper: planning of the audit procedures that can b,

d/or audit completion checklists, tajjopey «

CADIs v_nr.ai an .a&: of a listed company. List specific documentation agcwﬁn&mim in accordance
with SA 300 in relation to planning such an audit, How such planning documentation is useful?
[MTP Sep24)
OR
The auditor shall document the overall audit strategy, the audit plan and any significant changes made
fo the overall audit strategy or the audit plan, Explain in detail, [RTP Nov-20/ 18 + MTP Aug-18]

¢ The documentation of the overall audit strategy is a record of the ke

necessary to properly plan the audit and to communicate s
team,

*  The documentation of the audit plan is a record of the

assessment procedures and further audit procedures
assessed risks,

v It also serves as a record of the proper
and approved prior to their performance,
v The auditor may use standard audit programs and/or audit
needed to reflect the particular engagement circumstances,

y decisions considered
gnificant matters to the engagement

planned nature, timing and extent of risk
af the assertion eye| response to the

planning of the audit Procedures tht can be reviewed

completion nrmnx_a:. tailored as

* Arecord of the significant changes to the overall a
changes fo the planned nature, timing and extent of
changes were made, and the overal| strategy and au

reflects the appropriate resp
udit OB CA Shubham Keswani

udit strategy and the audit plap, and reg s

audit procedures, explains why the g ing
dit plan finally adopted for the audif, 74 %_3
onse to the significant changes oceurring during the audit. -

Jit Strategy; Planning & Programme

n—u\N >= : <,| iy _‘_nm.u”m 3 g

: uditor of a listed compal sha ., .‘ . =y T -
\na U_ L..an i Ji ny, ] document the overall 9&4&3@3:—09&‘5
_.hn:_ n__“ m m DCQ-_ Q—@Q@Q_—Q: _O _.v_ﬂs

sig" for such changes,
reasons
ond the .
d » A ;
- e + r .“, w .;‘ - S : ) 2

ion 12 ; X . :
D:«&.nnn overall audit strategy has been established, an audit plan can be developed to %ﬁs
.Q:nn 4

tters identified in the overall audit strategy”. Explain. [SM] N ¥
yarious M OR .

ement partner, of a firm of auditors, is explaining to his audit team, undergoing
g

: . ints which the
1 m:mn_—rn inter relationship between audit strategy and audit plan. Discuss the points \
*Bs_am\wi partner will explain to his team in this regard. [Sep'24 + MTP Mar-19]
wzmnmna
5olution

: ’ the various
+ strategy sefs broad overall approach fo the audit whereas audit plan addresses e
Audit < identified in the overall audit strategy. Audit strategy determines scope, fiming
Be‘:mﬂ ,
. ion of audif. . . = detailed than
Q_325_ n describes how strategy is going fo be implemented. The audit plan is more s
i a CASE; I ocedur:
o ? all audit strategy that includes the nature, timing and extent of audit pr
the over
t team members,
med by engagemen
vm&o.w for these audit procedures takes place over the course of the au
» Planning
ement develops. : . necessari
fre m:momc_.mrani of the overall audit strategy and the detdiled audit plan .E.w not 5 N
gesioc” tial processes, but are closely inter-related since changes in one may !
uen 4

dit as the audit plan for

discrete or seq

consequential changes 1o the other.

)
Question 13

)E )mmAA C i i _|Q.D=Qw°NM
fes, « A” ar } I :_ i omn NQ as TW DCQ_ ors o ime f —A

i _J e NQ ccou _D Irm,a e Dﬂv — . | _ f .- _ ;
ﬁu _ \ ni re o UCMZNMM 0_ UO_I :_N OOBVQJ_Nm are N=_= N—‘ Q_—‘N_g_. ﬁ) p IS _——N
_\ TN <0_C3N D:Q aru I _ . _
engagemen a
>E “_0&_ amme T0 ﬁO:&Cﬁ:_ m _ e DCQ_ O“ WQ—ANM _.\_Q. —_N mcmmmm_m ﬁ) _ .__O_ use :—N Mn—:——ﬁ DC& _
vgdaam (0] ime _\ Q WC ﬁ IS O v e v n

Em of Time Ltd.

Iigight of the above, mention the matters that ifferent Audit Programme for Ti
. o e
vrossm. Is CA P correct in emphasizing for a aa_unﬁ,

i i ing an Audit
Ily be considered while preparing a :
should generally e

2
E

&) 3
ATHTOB CA Shul am Ke
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rau:_ y
t relying on certain int, Witk
ude that rely - Nternq, nosf Audit Strategys Planning & Programme
. : the point: " h-2 2 ist . o
n stating clearly points tq C vides the assistant carrying out the audit wi g pleamwt
5 _sgg_“ o %g_f +0 be done. e audit with total and clear set of instructions of the work
mwzhﬂ v ’ 4 : L e
; ntial, particularly fo ; ; s S
; 1t I8 ammnq P Y Tor major audits, to provide a total perspective of the ‘work »u.».m,n.
_unl“o_.an .* e
i mind: ion of assistants for the jobs on the basi s e
. . TOC_& U@ —ANﬁ* in B_BQ. mﬁ_ﬂu_ f asis o* ﬁDﬂDU—-— _Ugoa eaSicivh r..-h
the following points S 2 o onally planned, defined and segregated. Y ieniwhenstheMortl
- ment, ) written and pre-determined ” P
iof the oSS cedures that are needed to impleme € o .e ntal’ plan. In such a mxn H..omq.oaao..so_.x is necessarily to be carried out on the basis
ing forth the pro ht the of s0mé me ol ciﬁ. ; __._o ion there is always a risk of ignoring or overlooking certain
i ¢ A pooks andre s properly framed programme, such risk is significantly less and the audit
iable and identify the best evidence for deriying th . E,onnma systematically.
o ; nably available ¢ Eelt utti ir si
|  Determine :._.n oio:? reasonably : e  The %m_&o:*m\:g v : 5% ﬂm:. M.m.:&%n on programme, accept the responsibility for the work
o= edures which are useful in accomplishing the verification purpog, in Snlwm DY S _cn y and, if necessary, the work done may be traced back to the assistant.
4, Apply only those steps and proc The e.sg_ug_ can control the progress of the various audits in hand by examination of audit
jigerechestile 4 sufficient details which serve as aset of instruction i vqom1a33mm initiated by the assistants deputed to the jobs for completed work.
5. Include the audit objectives for each ared 2_. ] e oxecution of the work. It cerves s d guide for audits fo be carried out in the succeeding year.
for the assistants involved in audit and help in confro'ing 4 Apr operly drawn up audit programme serves as evidence in the event of any charge of negligence
oo galpossofies o et ‘ i . being prought against the auditor. It may be of considerable value in establishing that he exercised
7. Co-ordinate the procedures fo be applied fo related ifems. Eomo:%_w <kill and care that was expected of professional auditor.
g
| Evolving one audit programme- Not Practicable for All businesses "
v Busi i oWei ition; «h i suitable to one business may nof estion TR :
w:.wsh_mmnm EH_.V. in nature, size and composifion; se_x.sr_% is sui y not be QU Jikas Jain discussed with his audit team about advantages and disadvantages of audit programme.
2 poloiners 3 ; cA lained to his feam that ~"work may become mechanical” as disadvantage of the audit programme.
v efficiency and operation of internal controls and He expie he disadvantages of an audit programme. [MTP Apr-22]
& : : .
/' the exact nature of the service to be rendered by the auditor are the other factors that vary from piscuss explainng the R
assignment to assignment.
9 iana is of the view that there exist some disadvantages in the use of audit programmes but most of
i, moved by following some concrete steps. Do you agree with her perspective? Comment.

On account of such variations lvi i ; : re
iations, evolving one audit programme applicable fo all business under all (fghese can be (TP Sep2 + SM

cincumstances is not practicable. In view of above mentioned provisions, CA. P'is correct in emphasizing 7

for a different audit programme for Time Ltd. ..nl_.nu_.mo_czos
_“_.__9 Jiew of Sanjana is appropriate. Some disadvantages are there in the use of audit programmes bu
/ e
Question 14 {most of these can be removed by following some concrete steps.

Audit programme is a list of examination and verification steps to be applied and set out in such n_...._
uch a way

that the inter-relationship of one ste i i -
p to another is n_molv\ shown and QNmG:NQ keepi | i g
, keepin iew Tl tages are: - i
ping in view the (gjThe disadvantag programme may be carried out Withe

assertions i :

nnnocz_:.z %Eumi _mz the md.f&mamim of account produced for audit or based on an appraisal of the == i) The work may become mechanical and vo_‘.znc_e, parts of the

melid. W o m.o e n.__ni. fRilExcnpiedwhlle acditing a'company s'inventoryBihelbrogram may 9 any understanding of the object of such parts in the whole audit scheme.

; ude M.Mvm to verify nM._x“._Mn_ stock counts, ownership rights, and valuation. What are the advantages E ii) The programme often tends to become rigid and inflexible following set grooves: ThelDUSESs

of an audit programme? (MTP Jan25 l e progra 0 . . :
‘ m change in its operation of conduct, but the old prograrmme may still be carried on. nrhsmmm _J m.;

; . se origil
()  or internal control may render precaution necessary af points different fromi 12 -

-— :
— decided upon.

©)

tad Audit QB CA Shubham Keswani

Solution
The advantages of an audit programme are:
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)

< _,85 ¢ w
dthe programme i.e., defend a&_n_nznmmu in :_55‘
ehind 1 . Rin
r ined therein.
oIes is contained : %
.Sh*__.o‘.ﬂ”nﬂ_mzn»zn of efficient and mim%}ﬂ:w cmmmﬂos _
Sl Kill 3

the assistants;
vo_«a_.:ﬁ* i Sqwa.aas._.:& Mm: Me.& the assistants;
| . 8_“8&* .%MQ& matters ozmn:<m_< and
: 4
ants should be enc

y isor/principal.
RS ] % m:v%_mo_-
€ cant matters to the nofice 0

< is auditor of KSR Ltd. for many years. KSR Ltq

s +n,m._.___ of € ey >225_M__“3 the last year. The senior member of the audit feg
diversified their business into newer

: he audit assistants and instructeq th

S i rogramme of earlier years fot . en
handed over the st -y QM_Hm are conducting the audit accordingly. Whether the attitude of th,
- to follow the same. The ass : 2
it assistantssjustiied? Gide them, [WTP Sep24 + Dec-21]

. ’ - . ~

‘The Assistant Engaged - Be Encouraged to Keep an Open Mind: To start with, o.: auditor having regang
1o the nature, size and composition of the business and the dependability of the internal contro| q
given scope of work, should frame a programme which should aim at
work which may be termed as a standard programme.
® As experience is gained by
care of situations which w

heg

nd the
providing for a minimum essentig|

actually carrying out the work, the Programme may be altered to tqke
ere left out originally, but are found relevant for the particular concern.

inally provided for proves beyond doubt 19 be Unnecessary or irrelevant,
it may be dropped.

The assistant engaged in the job should be enc
given to him.

He should be instructed to note and report significant matteps co

firm engaged for doing th

ouraged to keep an open ming beyond the programme
.

G 1o his notice, 1o his seni
or fo the partners or proprietor of the . o his seniors

e audit,

IB CA Shubham Keswanj

- Strategys Planning & Programme ot 5
: the routine practice, handed over the previous years' audit pro as
er :

the instructions to adhere unfailingly to the said audit programme. Evaluate the decisit w
with

anager with reference to the use of audit programme. [Sep'24] RS )
it m Sr
OR

.. R DR O s «D—vav
f the audit programme can be retained and enhanced only by keeping the p T B

The :1__3.~ o%nB:oa and internal control under periodic review so that inadequacies o-.“_.wa :

+he h__%,.“ ramme may be removed. Explain [RTP May-19] .,_

:n_u_.o

02

solution Review of The Audit Programme ok
iodiC

( i 1o be
Id be periodic review of the audit programme fo assess whether the same continues
ere msoh_ r obtaining requisite knowledge and evidence about the transactions.
te 10

: , and
is is done, any change in the business policy of the client may not be adequately ”:oM“_.__. 1
Unless this | audit work may be carried on, on the basis of an obsolete programme. and, ;_omr_
Sagcni _Nrw whole audit may be held as negligently conducted and the auditor may have to face
ioence.
negliger

Sagcmznwm.

i e as also
the audit programme can be retained and enhanced only by keeping the E.om..naa:m -7
The utility o ations and internal control under periodic review so that inadequacies or redundan
ient's oper:
._.TN ﬁ__NS

¢ the programme may be removed.
0

: i contains
basic feature, audit programme not only lists the tasks to be carried out but also
asic ' : ;
However, as o+ instructions, like the extent of checking, the sampling plan, etc.
n .
o few releva

inci i d on the job
onge ramme is not officially changed by the principal, every assistant A.uwvc.”,m [ £ ;,w_ -
mo_ ) m J.m v_ﬂ.omo:)\ out the detailed work according fo the instructions governing the wor!
<hould’éinfailingly

igidity i i mme.
believe that this brings an element of rigidity in the audit progra
EME £
O i as up-to-date as
i iodi iew is undertaken to keep the programme .

i ue provided the periodic review : . £
ﬂ:_m.ﬂzo*n“qc ; \aging the assistants on the job to observe all salient features
vomm@ and by encouraging .
accofflfjing functions of the client.

ac _ ﬁDmN. H: _ e glven m:Cn:_O:

cently made maj
the mrm of accounts of KALI Ltd. for the past 3 years and the Company r“” Ro ENBN
. ° r =
nre% in its business policies, therefore, it is very essential to review the audit prog

y— i . ions of following the s:
Eu Thus, contention of the audit manager to adhere with the instructions
aug gramme as per routine practice is not correct.

>E_: O—w CA NS BRn T 12 A




\

i
5
.

Smr one should be considere 4 n

An auditor picks up evidence o psn_}
Vou

-%_wu. Hn._.w Zo<.mo_ J

and each one should be considered gy b
|

,. : = .
.-roosmgaoc«ma . In this process, an auditor Would

Yy

. assertio : p
disprove the -<£qction to him about the apppopy Mt
brings the highest satisfa . s§£

i dence from avarety o feldsnd sgenerally of the following broad 1y,

G idence from

 Anauditorpicks up evidence

m.,_. von_-_,_ggeaamgzg.
 Physical examination, |s andemployees,

¢ Statements and explanation of management, officia
4. Statements and explanations of third parties,
e. Arithmetical cal=ulations by the auditor,
f. State of internal controls and internal checks,
9. Inter-relationship of the various accounting data,
h. Subsidiary and memorandum records,
i. Minutes,
J. Subsequent action by the client and by others.

Example

1. For cash in hand, the best evidence is ‘count'
2. For investment pledged with a bank, the banker's certificate.
3. For verifying assertions about book debts, the client's ledger invoices, debit notes, credit notes
monthly accounts statement sent to the customers are all evi .

: dence: some of these are corroborative,
other being complementary.

[n addition, balance confirmation procedure is often resorted o,

fo obtai : ;
he reliability of the assertion, " dreten satisfaction about

i . :
e n_«%on however, has to place appropriate weight on each piece of evidence and i
escribe the priority of verification, It is frue tha <o

tinall cases one procedure mq i
4 . Y not bpin i
‘.mmnnwug and it may be dangerous for the quditor foignore any evidence that is qyqi| bl i e
ilable” we do not mean that the evidence ayaila P o

ble with the client is the only ayqi
y available ey;
,,.Q. should know what normally should be available in the context of the transaction hayi e
Ircumstances and usage s 1

)B CA Shubham Keswani

_.a.._s ;._.5 ‘

a2 19 £

Wi srategy, Planning & w_.o.maaaa

R saistant ofiCA K igiassianed responsibility of drafting *audit vq,omaaan.,mn_na_zm to purchases

in financial statements of *g . A R i
ing in ™" . Sroad Industries", a partnership firm. The said firm is a 65T
s mwz:& tax payer and s engaged in manufacturing of packing boxes from a special type of pape
r

o under GST. Help him by drafting a sample udit programme for purchases. HB&;%N&F%W& .

T

jon
mo_a._“* Concern : Broad Industries
Nort®

- ancid! year : 20XX-XX . o g
Find od by : Name of person with date PR -
E.é. - Name of person with date
Revi®

=

inm by : .
d by : Name of person with date

.

e
%33&3 Extent of Basis A ofi
check sample

—[Vouch few purchase invoices of paper from purchase

2 records of concern.

_— [ Trace these invoices into account books of concern,

S\ Verify few purchase invoices of paper on 6ST portal,

Mw\ Trace few purchase invoices of paper in stock

records to ensure that these have been added to

stocks of raw material.

e

D—_nm‘zo: NO

W, the audito : ; ; i
) + of SKM Ltd W also insists him to draw detailed audit procedures. On the request of auditor W
o !

r of SKM Ltd. asks its finance and audit head to prepare audit strategy for conducting

audi

chifpl

ue
m :am_.c_.__i to prepare the overall audit strategy. Comment. [SM]
o

Safution o e : .

verall audit strategy and the audit plan remain the auditor's responsib ity. It is the auditor who
1%3_.2@ for establishing overall audit strategy and developing audit plan. However, as discuss
wﬁﬁﬂ auditor may discuss elements of planning with entity's management without compromis
effeltiveness of audit. . v
>m.a:6_<. approach of W was wrong and he should have prepared overall audit strategy and detal

audrE procedures.

et
=

®

Audit OB A @

tes audit strategy as well as audit procedures as prepared by finance head of the company
e i i
ntly, auditor realizes that effectiveness of the audit is compromised and it was h

: YR
“Discipline always wins over Motivation

H by e 7 o g tie



 argse relofing 10 Treatment of interesy ne,a A
| This i §§§~ mayter wos discussed yi 1h %

: : 0
for theauditor 19 nclude In 15 woriging E?&
(7

, yith management, those chargey i

¢rs discussed and when and sy, il

{ interesy costs of company gy it

S 4 fregtment 9
fant mofter regarding { the company was discussed,

ok mi&w&w%ﬁfé%:& profits o

%,&i&: 18 swcsssary 10 Socument the same by including detall of person yiy

nall Marairka has complesed audy of  listed company, The oudit report dated 15th July, 2024 hag
‘ d However, audiY working papers including record of discussions with management, details of
- audiy procedures performed 10 obtain audiv evidence and conclusions reached by her have not been
i 3&%&-—3@5 Mare than six months have elapsed after issue of audit repory Subsequently, she
recelved o letvar from regulator in connection with audiy of fhe company requesting her 1o share

- capy of audy file. Standard on Quality Control (5QC) | provides that audiy documentation is 1he prope
of the auditor. ie may make portions of  or extracts from,
ubject 19 some conditions,

rty
audiy documentation available fo ¢ lients

The lefter has woken up fer from deep slumber. She hurriedly assembled audiy file and inger
mare papers which were Necessary. Mowever, she put carrent :
copy of audit file was sent 1o regulasor Discuss, 1

fed some
date on these ingerte pape

rs and the
he issues involved contexy of “aydiy docur

mentation”
okt (+ RTP Jan'25)
An appropriate time limif sithin whic 1o complete 1he a

more 1hian 60 days after thie date of the auditor's

ssembly of 1he final audiy file i orqingn
sreport _

__v. not

.w.el‘,!.\ Préparing sufficient and appropriate audit
the quality of the audit and facilivates the ef fective
and conclusions reached before he auditor’

documentation on « timely bag
eview and evaluation of the audi
sreport is finalized, Documentation pr

1% helps 1o enhance
1 evidenge obtained
epared aftep 1 audiy

AGIECQI CA Shubfiant Kessyuni

v aabrs: A

e cose, even ofter passage of more Shan six monthe, she has o
s V" in some popers with curreny date which is ot permissivle of
she

B it kgl [
o Pillai is heading the engagement feam conducting audit of a company.
A RoY Jit is in progress, consider following issues regarding audit documentation—
g rogramme Wos prepared assigning responsibilities for different Qvnubmrma.ﬁ
ormed 10 Team members. The engagement team consists of 4 members Mohit (CA final stu i
final student), Shobhit (Paid CA) and CA Rajan Pillai (partner of audit firm). S o
+¢am hos determined materiality for financial statements as a whole. g ﬁﬂ
H”M seam has assessed risks of material misstatements to be low. v P A

4 shobhit is responsible for attending inventory count process and putting down its documentation
c

A R A Y,

vn—.m
bo:ﬁ (CA

onw

—E—.ﬁ

ing the course of audit, many related party transactions have come to notice.
g Durl

he basis of above, answer the following questions:

ont

relating to verification of revenue was assigned to Mohit in audit programme. However,
ing performed by Rohit actually. Verification of trade receivables was planned to be carried

A cnhmr” in audit programme. However, it being performed by CA Rajan Pillai due fo last minute

gl _o_nu:nu Which of the following statements is most appropriate in this regard relating to

pr ca ’

au

1) Work

%ncau:::_o:v Sy -
ﬂu Audit programme contains names of persons and work to be performed. It is immaterial whethes
u Z

a=s work assigned To one person is performed by another person. e
Audit programme was already prepared. Only persons assigned specific responsibilities can

perform those duties

It is necessary that audit programme be suitably updated or notes are given in working papers to

L0 this effect so that planned duties are in accordance with actual work performance.

. . son not
nm Changes in audit programme or notes clarifying the matter are required only _nﬁq. a vnh.m e

\ i sue s
1) forming part of engagement team is deputed to perform a duty. Otherwise, this is

m shuffling of team members is frivolous

0 i iate in context of
(]As regards materiality, which of the following statements is most appropriate in con

documentation?

. . .. r. .
==& Materiality has already been determined. There is no need to put it into working papers

IBCA Shubham Keswani



Lear
+ of auditor. Whatever amount
men

S:—_ i
hag
bee,

along with factors considere in e

; upon profession h,_%a
Mo i pers.
: on be documented in working PAPE” t
eferm i_sa.w“%””__”aa of professiondl judgmen
a._n_.z arriv

; nds upon :
ermination has fo be %Eag*ﬂ_ae.&amas_ judgment. It also RS ) Eo?&ag_
; ed upo .
ateriality has been arriv sn_vs t5 o document it or not.

ont of audi ther
ent of auditor whe . |
udgm £ material misstatements Is low, which of the mo__oie
- ’ nt that risk o
As regards team's assessme 3 o g
@w“_s:? Rl e 4 and detail of significant decisions reached has 1,
i) .5. Discussion amongsf engagement feam members
be documented. ol
'b) Details of risk assessment procedures :ﬂé to c” M_ﬂnuﬂ WA o 1 3
i ding of each compo
¢) Details about how understan
documented. : e,
d) Precise calculation of risk of material misstatements has to be docum

(4) CA Shobhit is responsible for attending physical inventory 2":3 of the company. Which of the
following is not true in this regard relating fo audit documentation? .

a) Dates on which physical inventory count process was atfended by him should be documented., T+
may also include photographs of that date showing his attendance of invento
at a particular location,

b) Detail of test counting undertaken should form part of audit documentation,

c) Detail of obsolete goods found should form part of audit documentation,
d) Reports showing that stocks conform to

essential part of audit documentation,

ry counting process

quality control standards in accordance with law are

(5) As regards related

Party transactions, which of the following should not be part of audit
documentation?

a) Management representation letter in this regard
b) Related Party transaction

¢) Documentation to show th
d) D

policy of the company
at such transac

tions are at arm's length basis
ocumentation to show that such transac

tions are at close length basis,

:m_ena:.nm.nw.aa.am.q

it QB CA Shubham Keswani

‘

-« pocumentation
Audit
nr\m

oW et
a) A

R

d) AY

ocumentation is owned by: -

-

>:&=. d
a) clien
Audifor ’ ;
b) member responsible for documentation
Team
c)

Qv “NQQC_Q,—‘Oﬂ.

)

B ofithe following is least likely to be included in aud
ﬁuv QI_MQQ*C—L:@ Q:Q NX“Ol O* moa&mv

in manu us years audited financial statements

i0
a) ?nw. cted cash flow statement for next twelve months
p) Proje

going concern assumption
) Statements showing dispatch of overseas consignments in accordance with d
c
overseas buyers

tement showing verification of ageing of trade receivables as on date of balance sheet
d) State

4) Which of the following is false
; V. upon work of internal auditor?
; mv luation of objectivity and competence of internal auditor has to be documented.
: .
Z<”_( re of work used and reason for relying upon work used forms part of documentation.
atu

Documentation on whether quality control is exercised in internal audit work forms part o
ocu
__"U_ documentation.

G

te

assessment to external auditor forms part of audit documentation.

C
A a2)b 3) c 4) d
@

@interm

Augiy O) eVt (T

ST

3
yat

it documentation of a company engaged

provided by management in support of

elivery schedules of

in relation to audit documentation when an external auditor

f audit

Documentation on what specific recommendations were given by internal auditor for risk




; Lear Wit f
A

pers are nof the property of 14,
O

.so\_.r_.s pa

" the working papers are the property of he R,
discretion can make available working . ifgy
meet the needs of his practice anqd _83 f

*Audit pocumentatio
otain them. He may ot his

etain them long enough 0 i

the auditor has right fo
His client. The auditor should r
professional requirement.

2. Mr. Aisastatutory audifor of ABCLtd, The branch of ABC Ltd, is audited by Mr. B, another Chap ford
* Accountant. Mr. A requests for the photocopies of the audit documentation of Mr. B pertaining to b
‘branch audif.
entation, and “Standard on Quality Control (SQc)
equlation, audit documentation is the property om

r extracts from, audit documentation available

Incorrect: SA 230 issued by ICAT on Audit Docum
provides that, unless otherwise speci ied by law or r

the audifor, He may at his discretion, make portions of, 0
to clients, provided such disclosure does not undermine the validity of the work performed, or, in the

case of assurance engagements, the independence of the auditor or of his personnel.

Past Exams/RTPs/MTPs/SM Questions

Wuestion 1
Define audit documentation, Also give some examples, [SM]

Solution
Audit docu entation ref
ers to the record of audit d
ov*n_.sna Im : , vghnac—.wm vmlol:m& [
. d, and conclusions the auditor reached, ﬁ*nwam such as "worki =‘ I o7 o crce
<2 v Ing papers® or "work vcvmﬁm: are also

tation i : Audi

T — om:_ QN%. Audit programmes, Analyses, Issues memoranda S
; of confirmation and representati .
il ntat |

concerning significant matters Ll i i

ummaries of significant
ence A_.zn_&_:m e-mail)

Question 2
W/s. PK & Company, Ch
e Haﬂgv.%.“wa unnociniﬁ are the statutory auditors of J¢ Limited, ¢
i , was entrusted to supervise and - CA Taryn
uring the process of verificati and verify the inventory ite giiner
ation, a _aﬁma chunk of d - ms as on 310
el lrvarniors theet of draft inventory sheets were 2024
by E”M: = M& NEERQ. The audit assistant has kept all these drafts aﬂwﬁﬂncwxa and then
. Is the approach of the audit as e final iny,
. sistant ‘ ent
 be included in the audit documentation? [5 ep24] correct? Which papers/ documents

ory

may

it QB CA Shubham Keswani

dit Uoncann.n:oa
h=\u>= [earn with Fun*
solutio" ase, the audit assish g ia_m.e__
e, i adhic i ?
ant has kept a large chunk of draft inventory sheets and the final

the m..<n= . ; P
In y sheef in the audit file which is not correct as the auditor is not required to document draft
uired to dr

invent® di

sheets. Audifor should ensure that only fing]
_.=<@=3Q : et final inventory sheets will form of the audit
Joct mentafion Thus, approach of the audit assistant of filing draft and final s&:ﬂ“ mroa,.w, T
correc™ i

o other media.

The qudifor need not include in audit documentation:

st erseded drafts of working papers and financial statements,

2inofes that reflect incomplete or preliminary thinking,

0 22_.9_“ copies of documents corrected for typographical or other errors, and

; %ER&& of documents.

Question 3 ‘ : o

what doyeu mean by Audif Documentation? Also explain the nature and purpose of audit documentation.
[ICAT SM + RTP May-19 + MTP Nov-21 + Nov-22]

5olution

Definition as discussed above.

dit Documentation

Nature of AU
Audit documen
(a) evidence of

{fhe auditor; and
?Eagam that th

.me:_&oQ requirements.

llowing are the purpose of Audit documentation:
FE&%:& the engagement team o plan and perform the audit.
2.fssisting members of the engagement team fo direct and supervise

“their review responsibilities.
3, Bhabling the engagement team fo be accountable

4, eRetaining a record of matters of continuing significanc
m_r bling the conduct of quality control reviews and inspecti
6. (§fpbling the conduct of external inspections in accordance with ap

.msssg:_

tation provides:

+he auditor's basis for a conclusion about the achievement of the overall objectives of

¢ audit was planned and performed in accordance with SAs and applicable legal and

the audit work, and fo discharge

or its work.

e to future audits.
ons in accordance with SQC 1.

plicable legal, regulatory or other

69

Al )
3 CA Shubham Kesw:




LR
¥ ._* 2 —
that is sufficier” to enable an experienceq audip, n___‘w*w”ﬁ_ ,
. ; i R
dit. Explain the above statement qnq dls Oty moa« oxamples of circumstances in irmns.,m*“m\.rv.ma;_ iy
0 Sivy wn« use of v_.sﬂnmmazn_ judgment include s:«...m.*”m ,.”1““? 1o prepa ‘
: 3 a R U
yahe rationale for the auditor's conclusion when q ”“cﬁ“:m Judgments are signifi
rement provides that

ﬂvw faf

content and extent of audit documentation of signic. consi .
T ; ¢ cular engagement. significan
exercised vmloqa_zm 4:.@ goreand m<o_c3_.:m ”_z _..24_” sis for the auditor's conclusi o T e
nificant matters. [RTP Sep24] & s Thebd ion on the reasonableness of areas of subie
oxample. the reasonableness of significant i s areas of subjecti
. Y im
4 | The basis for the auditor's conclusions about the o&r”ﬂw -
. ] iqnifi tter requires an objecti investigeTon (such as making appropriate use of an expert s ,mon:ae?tro: ,
30, "Audit documentation® judging the significance of amatterreq objective Qnalysjc undertaken in response to conditions identified during the audi O
that the document may not be authentic. audit that caused the auditor to believe

Examples of significant matters include: Question 6 :
one of the factors affecting the form, content and extent of audit documentation relates 1
es to

> Matters that give rise to significant risks.
> Results of audit procedures indicati i ! : !
. i lexity of the entity. State six other factors in this /2
| tpro omp respect. [ICAI S Apr
a. that the financial statements could be materially misstated, or ¢ H Tl ;Q.NA\%

b, aneedto revise the auditor's previous assessment of the risks of material misstatement and 5olution
The form. content and extent of working papers depend on factors such as:

e ,v - the auditor's responses to those risks.
Circumstances that cause ; i
the audit iffi i ; : i i
B s or significant difficulty in applying necessary audit . Thesize and Mwﬂ.v_mxﬁ_m of §M entity. ; ;
> Findings ) A . Thenafureo e audit procedures to be performed.
gs that could result in a modification to the audit opinion or the inclusi . identified risks of material mi
Matter paragraph i e pinion or the inclusion of an Emphasis of . The identified ris«s o material misstatement.
graph in the auditor's report. e ET it evi i
. The significance of the audit evidence obtained.
¥ An important factor in determining the f . The nature and extent of exceptions identified.
o orm : :
significant matters is the extent of pro mwm&ozn,_ m““*ni and extent of audit documentation of + The need fo document a conclusion or the basis for a conclusion not readily determinable from
. e 1 R > -
B liciting theiresults: Judgement exercised in performing the work and W the documentation of the work performed or audit evidence obtained.
¥ Documentation o ; - W i
i m the professional judgements made, where significant. explai @ > T methodaieci B e
oy nd reinforces the quality of the judgement . explains the auditor's et
uch matt z : i .
_.zn_:n_.zn ; MG are of particular interest to those responsible for reviewi _nU icstioni7
: i g
e nma _omnrnE. rying out subsequent audits, when reviewing matters oﬂm audit documentation, m TRS & Associates, Chartered Accountants, having completed the audit of Genuine Leathers Ltd has
e, w , 3 continui B . . 2 I 3 - e
P en performing a retrospective review of accounti : ntinuing significance 4w Started the assembling of final audit file. TRS & Associates has established policies and procedures for
nting estimates) 9 P
MD tion 5 [0 the fimely completion of the assembly of audit files. Explain the various aspects related To final audit
m,.?.n some examples of circumst - 2 .. : © file discussed in SA 230 giving specific reference fo SQC-1, wherever required. [RTP May-22]
to the use of professional ._.camawﬂnm .“3 sr_ﬂ: It is appropriate to prepare audit documentati @ R
where t : ion : o7y .
e the matters and judgments are significant. [MTP on”““_:m m W/sKSJS & Associates are the statutory audifors of Moon Ltd. for the financial year 2023-24. During
] m—.lu an audit briefing, CA Sanket, the engagement parfner, explained that the auditor must assemble the
- audit documentation in an audit file and complete the administrative process of finalising the audit file
; m on a timely basis after the date of the auditor's report. He also highlighted the requirements &.mo.n !
cedures for the retention of engagement documentationina

Audit QB CA Shubham i egardin es | * 0
Keswani regardi 9 tablishment o Uo:hmwm D:Q pr
11

o
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—‘GE.: Wi

; .3 _
nd refention of audif files in qce, h Ry,

_.do:nm

dit %23«338 in an audit file and Comple
asis after the date of the ity _m
r's

T iates, CAS :

 Auditor TRS 4 Associates, o St fleon —
dministrafive P
report. .
(i) sQc¢ 1 *Quality Control for Firms that vwlo |
and other Assurance and related cervices', requ
timely completion of the assembly of audit files.

=S

w of Historical Financial Hioaso:g

om Audits and Revie
policies and procedures fop the

res firms 0 establish

scembly of the final audit file is ordinarily

thin which 1o complefe the !
¢ date of the auditor's report. The completion of the assembly of the

he auditor's report is an administr
dures o the drawing of new conclusions.

(ii) An appropriate time limit wi
not more than 60 days after th
final audit file after the date of t
the performance of new audit proce

ative process that does not involye

on during the final assembly process, if

iii) Changes may, however, be made to the audit documentati

they are administrative in nafure.

Examples of such changes include:

i) Deleting or discarding superseded documentation.

ii) Sorting, collating and cross-referencing working papers.

iii) Signing off on completion checklists relating fo the file assembly process.

iv) Documenting audit evidence that the auditor has obtained, discussed and agreed with the relevant
members of the engagement team before the date of the audifor's report.

Retention Period

After th i it fi
a:q.,,_.a e assembly of the final audit file has been completed, the auditor shall not delete or discard
it documentation of any nature before the end of i i
: of its retention period. S i i
e : p . SQC 1 requires firms t
. h_:. policies and procedures for the retention of engagement documentation. The oq o
. . . ; re ; ,
.nc it engagements ordinarily is no shorter than seven years from the date of th w::,o: o
or, if later, the date of the group auditor's report. T

Question 8
Rajni, a CA stud
:.:.‘_m? o Sﬂrw_ax has understood that SA 230 requires auditor to prepare audit document.
B I . € i
ordinarily not {€neadingdboutiSQC ) she nofices thatitime limit. for completion of fin _: e -
no inal audit file i

o y not more than 60 days after the date of auditor's report. She finds it to b c,:a: o

omprehend, she seeks your guidance. Guide her. [RTP May'24] e puzzling Unable

Audit QB CA Shubham Keswani

Learn with Fun:
a.nao:oa on a fimely basis, v..%e.mrw
basis helps to enhance the ._8_3.&. ».va
he audit evidence obtained and conclusions

n .
%_E_o ires that the auditor shall prepare audit dq
o v ﬁc
5 .N@a 4nd appropriate audit documentation on a timef
mcm_n_ +es the effective review and evaluation o N»

it Jbefore +he auditor's report is finalized,
he
eat

i ditor to complet
wever: A plete assembly of final aydit file i
PP, it file in ordinari
the date of the auditor's report, The completion of the assembly ow *_H_._*_Msa_a -““_‘M_* Eﬂwo
inal audit file after

itor' t is only an admini ;
the qudifor's repor Y ministrative proc
. ess .
res or the drawing of niew conclusions that does not involve the performance

g,ho

udit proce

. documentati i
quditor shall prepare ation on a fimely basis, H
< b5 ; . However, for completi
+ file which is an administrative process, time period of 60 days aff H_S_g of amn.azx
edin SQCL. ys after the date of audifor’s

i 7

ditor, affer the complefion of busy audit season, was occupied in assembling of fi _. di v
£ his client. First of all, he started preparing various documents of that N_mona _“”m“ﬂ :
ments in various folders. He was preparing documents as well as audit file in paper ?MH
<d that if is mandafory. He could complete documentation as well as amaacmzw of final
ent after three months from the date of audit report. Generally, he retains audit
years from the date of audit report. Check the validity of the action of CA B.
[May'24]

kept Th05€ aocs
pecause believec
it file of that cli
ients for 4

solution
paper. form mandatory?

Em: %ncamiaio: may
folders or other
audit documentation f
maintained mandatorily in paper form is not correct.

be recorded on paper or on electronic or other: media, Audit file may be defined
storage media, in physical or electronic form, containing the records

e or more
or a specific engagement. Hence the views of CA B that audit

comprise the
gaggio: should be
[

aration of Audif Documentation
ﬂmoc%o_: shall prepare audit documentation o
sis helps fo enhance the qu
ence obtained and conclusi
he audit work has been performed is likely to be less
is performed. Completing the audit

n timely basis. Preparing sufficient and appropriate audit
ality of the audit and facilitates the effective

“@lmentation on a fimely ba
ons reached before the auditor's report

ew and evaluation of the audit evid
inalized, Documentation prepared affer
rate than documentation prepared at the fime
Lﬁcamio:o: by CA B not on timely basis is not proper.

=

such work
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L
M iy By
h

he assembly of the final audit file g i
in

e : < t
n which to complefe e o.
4 of thea ditor's report: In the given .m_:_&_o? CA. B, aftep nosz_w o
» audit file as well a5 assembling of final audit files of hig n:msvo“:g
ey

report which is not valid as per SQC 1.

w&«&i. Audit Documentation .
5QC 1*Quality Control for Firms that perform Audi

and other Assurance and Related Services", requires fi
tation. The refention

ts and Review of Historical Financial Infopy,
) n atj
rms to establish policies and procedures f, tion,
; ; P th

refention of engagement documen period for audit engagements ordinarily ;s :m

" chorter than seven years from the date of the audifor’s report, or, if later, the date of the mg__o

auditor's report. He retains audit file of the client for 4 years from the date of audit report is alsq i p
h-

compliance of SQC 1.

CA N, statutory auditor of Rock Limite
circumstances, a statutory audifor can make changes to audit documentation during final assemp|
Y

process of audit file? Give a few examples of such changes. [MTP Sep'24]

d, is in the process of final assembly of audit file. Under whqt

Solution
Changes may, however, be i
; , be made to the audit documentati i i
g e ation during the final assembly process, if they
Examples of such changes include:
c Deleting or discarding superseded documentation
— . . g
_w Molsm& collating and cross-referencing working papers
_—— . . . f
. o_mzsm off on completion checklists relating to the file assembly
ocumenting audit evi i ey
g oh““ Mﬂmﬂuanznﬂ that the auditor has obtained, discussed and agreed with
ement feam before th i e
e date of the auditor's report, a4

Question 11
*Audit documentation
e 7
i Tl ::.dan\ may facilitate effective and efficient revi
, particularly for large and complex audits" Explain ﬂm_msa P o The
: . [ICAT sm)
Discussing meani i o
g ing of completion memorandum, elaborate upon its importance, [
nce. [RTP May’
y24]

Solution

Completion memor i
andum is a s| p
e th ummary that describes the significant ; o
w they were addressed. nt matters identified during th
e audit

udit QB CA Shubham Keswani

3 AU dit ancan__:_:oz
m%“ f
ary ma ili
/ such @ m::.._.: 2 ; y facilitate effective ang efficient reyi
Il mentation, particularly for large and et tent review and insp ection®
udits, _ TR

. the preparation of such i
further a summary may assist auditor's consideration of ..=_o w.ma.m.me._»
ignifi

R

matter™, - help the audi
e au ‘ NG
el e anzn_,\o““o consider whether there is any individual rele g
the quditor canf e that would prevent the ayditor from nn:m”._.__.o_ﬂna m>___oEan<®§
ing the overall objectives of

stion 12 . 2ore
%ncam:::m the nature, tfiming and extent of audit procedures perf m :
ormedinc

e important matters its auditor should record [RTP May-21]
. D<|

Que
while

Ltd, explain th
mo_cios
In &ohcaw

shall record: ] Y
3 Thei dentifying characteristics of the specific items or matters tested

iy Who vwloaama the a:.a: work and the date such work was completed; and
wed the audit work performed and the date and extent of such review

nting the nafure, timing and extent of audit procedures performed, the auditor of PQR Ltd
s ro

i) Who revie

Question 13 .A

while auditing the books of accounts of Very Careful Limited for the financial year 2020-21, a feam
£ Very Careful Limited was of the view that with regard to audit of the

ber of the auditors o
ation exists befween Au

le and Audit Documentation. [SM]

mem
company, N0 rel dit File and Audit Documentation. Explain the relationship
petween Audif Fi

w
[/ [
.n_.vwo_ﬁ_o:

=41 dit file may be defined as on
Gnoiaazm the records that com
-
QO

“==The auditor shall assembl
Ev_,onmmm of assembling the final audit file on a timely b

L=,
@ question 14
.m> director of Very Different Limited was of th
S rope
perty of that company. Comment on the conten

Q

= of the company. [SM]

-

@ .

Audit OR A or

e or more folders or other sforage media, in physical or electronic form,

prise the audit documentation for a specific engagement.
e the audit documentation in an audit file and complete the administrative

asis after the date of the auditor's report.

e view that Audit Documentation of a comparty is the
tion of the director regarding the audit documentation




Learn fm——_ Wcs

. rather Audit Documentatio, .
B propenty ofithe company e
Documentation of a company is not the ProP

of .,,>..a$,o_. of that company.

o, J»...n? it

S AL 3
h auditor are also the pro
= them. State the

perty of the Principal Auditor and the
relevant SA and comment.
[MTP Mar-21;

~ The working _x_vo...u of the
Management of the Company, o they have right fo access

Solution

'Ownership of Working Papers: As per SA 230
of the auditor. He may at his discretion, make available portions 0
his client. The auditor should adopt reasonable procedures for custo
Papers. An auditor is not required to provide the management/ clients o
working papers. Main auditor of the company does not have right of access

* Audit Documentation”, working papers are the property
r extracts from his working paper to
dy and confidentiality of his working
r other auditors’ access fo his
1o the working papers of the

branch auditor.

In the case of a company, the main auditor has to consider the report of the branch auditor and has a
right to seek clarification and to visit the branch but cannot ask for the copy of working paper and
therefore, the branch auditor is under no compulsion to give photocopies of his working paper to the
principal auditor.

From above, it is clear that working papers of the branch auditor are his property only and neither the

Principal auditor not management has right to access that. Therefore, statement given in the question
is incorrect.

Audit QB CA Shubham Keswani

@intermediatenotess

up”

ove in th
py 9 nies have nof been m:nmn&.?_ and have gone b e Market i,
coTP it of risks of material misstatement inyo|ye 4 in ab o uditor of 4p, ;
%a.vo: Qbove> MPpany, can YOu Spot the
futio” t many c i : =)
mn: 55 been stated tha <m n_:.:H”o:__..mm engaged in proy; ingiheles ok
en successful. It sho 3 istic ; 3
: ing have o U.w - Ws that line of activity ic Solutions to Problem of
purning <sibility of misstatements. The com ty is inherently rig stubble
a mn«%nﬂ [ Ponent of risks of materia| o Therefore, there is
i : I 1 .
.Sr«_.nz* risk. al misstatement involved is
ion 2
b%m:o ised a control that its i G a mR
A compa"y e |led environment t Ry o perishable goods mmmw e
8:&:.%“\ ina 8&3 e : : 0 prevent any %anmmm to 5<n=32 R o.,n‘a._.: appropriate
1wo persons +o monitor m:<.wo:3mq+ using sensors and to report on ansp:omm “voﬁ_c___q is fixed on
f risks of material misstatement involved as an auditor of the o - Identify the component
° .
Solution

The company has amsmm& 3 .833_ that its inventory of perishable g00ds is stored in q i
conditions and responsibility is fixed on two persons to monitor environment using sensors ozhnwow_._an
on deviations. There is a possibility that persons given responsibility do not perform theip so_.”ﬂ“
report deviations. The component of risks of material misstatement is *control risk".

Question 3

shree Foods Private Limited is engaged in manufacturing of garlic bread. The auditors of company have
planned audit procedures in respect of recognition of revenues of the company. Despite that, there isa
possibility that misstatements in revenue recognition are not identified by planned audit procedures.

Which risk is being alluded to?

Solution
There is a possib ty that planned audit procedures may not achieve desired result and fail fo detect
Misstatements in revenue recognition. The risk alluded to it is "detection risk".

Question 4
.M_e JoLimited is planning to list on Bombay Stock Exchange next year. As an auditor of Jo Jo Limited
e

<tify any one reason of increased audit risk due to listing of the company next year.

'

n

Aug
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iy

. h

E 1o i on Bombey Stock mxnrosmn. next year. There is q gpeq

r_wrm %& _m_,f_%:_.: ) o | statements due fo planned listing next <m2... There could p

3 .anao.aw,;;n i ol statements so that good response is received o b

toilatl inanci 20 : i
a.s*_os_*_.%._m,ﬁ_mwmﬂas riskii., risk of expressing inappropriate opinion by th
?_.n_.:qo_.

* financial statements are materially misstated.

ten n:e_: .
€q uomm_a__:«
1ovommq is

Sy
€ auditp s:“

.n> ma_.t._: is auditor of a company. As part of audit, she is going through S«Mﬂni policies and Pract
regarding employee recruitment, training, orienfation and E&& aoima_.. e mmm_aw Mo U.m very
interested in finding out whether company hires best Szn._aamm from applicant n%” : ; entify whq
is trying to do? How gaining knowledge about this aspect is useful fo her as an auditor?

mnmu
Much
t she

Solution ; . - :
The study of company policies and practices regarding employee recruitment, training, orientation and
related matters including hiring of best candidates is part of understanding HR function of the company,

It, in turn, helps in understanding control environment of the company. By gaining such a knowledge, she
can better understand internal control of the company.

Question 6
During the audit of same company,
of segregation of duties in the com

Solution

She is keen to find out whether there exists a
She is gaining an understanding of internal con
“control activities", When a person recording a
confidence that there exists a system for pre
the internal control system of the company.

proper system of segregation of duties in the company.
frol of the company. In particylan

transaction is different from one q

venting misstatements, T+ helps he

+she is understanding
uthorizing it, she gains
i gaining insight into

Question 7
Zomba Products Private |imited is a small com

pany. The control systems in the com
How, you as an auditor of the company,

Pany are rudimentary.
would proceed to evaluate internal control

of the Company?
Solution

Ina small company, control systems are basic and not

formalized. Therefore, auditor should procee to
evaluate internal control using narrative record.

Audit QB CA Shubham Keswani

nt & [nternal Control

&

g in the business and rumning severa| storgg gy

| seasons, shoes, gift items, watches ot Ther
ry records are physically verified on month|
ks as perceived by the auditop,

. enga9®
5 &3& *Qﬂ Q_

¢ items may have been misappropriated b

¥ employees, therefore ric 5 ot
.| Becaus ! : e risk to the
isk: ecords would be inaccurate, S
<N3._.QQ r

is a security tag on each item displayed, Moreover, invento
— . .

sis. Despite various controls being implemented at the st
¢ and risk to auditor would again be that inventory reco

ry records are physically
ores, still collusion among
rds would be inaccurate,

be +IN1

ditor checks the efficiency and effectiveness of various control Systems in place, He

tection 1 _x.: observation, inspection, enquiry, etc. In addition to these, the auditor would
| iy

S by mad mr:_.ac es to check few sales transactions from beginning to end. However, despite

ec

sampling * uditor may not detect the items which have been stolen or misappropriated.
ea

|| these 28&:89 th
(i

ocam:oz 9 .
4 Partnership Fi
qccounts of Win ‘
Jssociates would giv
are materially misstate
)
[ution :
e risk mentioned in the question is r:o‘
Colean inappropriate audit opinion if the finan
Chlnown as Audit Risk.
L
aﬁa: 10 . |
=& auditor of ABC Textiles Ltd chalks out an audit v._az wi e
'®he has carried out many audits of textile companies, .}mmm |
Siess of ABC Ltd. Advise the auditor how he should proceed.

Chartered Accountants HT and Associates was appointed to audit the books of

D .

e TIce Limited for the financial year 2020-21. There was a risk that HT and
N o (350

v .n ropriate audit opinion if the financial statements of Wind and Ice Limited

e an inapp ; .

d. State the Risk mentioned in the question.

n as Audit Risk, because risk that auditor of a company s_“_
E ) . . *N
cial statements of that company are materially missta

ity's business.
thout understanding the entity's ccmsﬁ,ﬂ
d to understand the nafure

lition \uding the entity's internal Saah
btgi: : ; ironment, inciuat ic process ©
_.%5_3 an Samag:a_.:m of the entity and its environt continuous, dynamic pr

erre

. " i _m a
d to hereafter qs an “understanding of the entity’)

9



Loy

n throughout the audit. The auditop shaug

&
iterial Limited for the financial year 2055 -
<<>.>3n.._ﬂ_ _“M“q”o inclination towards ::amama w..:}
rial Limited sho b

¢ mentioned company. Is the approach .

he abov 5 of ten
3_ ”_*sw,a correct or incorrect? Also give reason fop g, aa“
D LY

ditor of Heavy Mater

. the auditor of Heavy Material :31&. ﬂ incorrect vogf
of team .a«ag_,roﬂ___msa s environment of company s:omm.ea; _m.s be 8:%23_“
prstanding the business and the dit and identifying areas requiring special attention durp

i po ant. as it helps in planning the au

‘area.

= womt Sk 20 |
Audifor GR and Associates, appointed for audit of PNG Ltd, a manufacturing company engaged in
manufacturing of various food items. While planning an audit, the auditor does not think that it would be
”. § necessary fo understand internal controls. Advise the auditor in this regard.

Solution
The auditor shall obtain an understanding of internal control relevant to the audit.
Although most controls relevant to the audit are likely to relate to fin
that relate to financial reporting are relevant to the audit. It is a mat
Judgment whether a control, individually or in combination with others,

ancial reporting, not all controls

ter of the auditor's professional
is relevant to the audit,

H,m...cmn:o?na‘
The team member of the auditor of Simple and Easy Limited was of the vi

internal control of the company would not help them in any manner in relatio
applied while conducting the audit.
Audit QB CA Shubham Keswani

ew that ::amaﬂn:&:m the
n fo audit proceduypes to be

&

. ditor is

ember of the au .

mm ¢ auditor and his feam anacoa i

e pany wol pe applied while conducting the audit of the
o to . .

ember of the auditors of What oii__e.o:i& sy
team M f the company would safeguard the company's asset:

=°_ hoz*ﬂo_ 0

| controls will enable the auditors to know whether
rna

U : B 7
safed L i
£ the auditor of There and Here Limited was of the view :5 QB.S».S. :
m member ¢ s would help in identifying the areas where internal control is weak. Advise
he com

auditor to know what are the areas where control is weak

solution +rols will enable the

.ﬂ._& —.Nﬁ&i
ond whereé 7]

of internal con
¢ excessive.

I,

imi ember cuditors used
ternal Control of Your and My Limited, a feam m of the
5 i ” mber of questions relating to internal control of the company were
, nu

ining the answers there was a
ed by the employees of the company. After ovazﬁ___ﬂwwao_ﬁnﬁ =
ired to be o:msm“romm answers between team member of the audifor P ompary
: ing to
ussion relating

. . _ 3
r | a
Dﬁ_ND ﬁ_ﬁ ure.

Question 17

1n order O evalua En
method according To W

a

: g internal control of a

: uestions relating to int 2
aire method, a number of g cany and when ansers to the questions
the auditors and

o

Saluti

@ .

..ﬁmﬂazzo:.m e " e es of that com

e . o 1o becroverec By s, wers between team members of
obtained, there is a discussion relating to those ans

loyees of that company for a clear picture.

b= S O*
s . ell as trading business. For the purpose &

thy and Useful Limited is into small manufacturing wm .<< oo . 4.
.m_szzm the internal control of Healthy and Useful Limited, el e i

intion of infer
1Y Used a method according to which the whole descriptio 3
A >E._= O—w AR e



: m.,,. ¢ ; —.2:.:.5. o«.
ify. the method of evaluation of intepn & “_: h,
4

_oz.*a_.‘ referred above is known as Narrative Recopd becay

. . - 5 e

escription of internal confrol operating in an entity s recang in

is also appropriate for small manufacturing as well as frading business o“_.
1 : F s

r class of transactions to misstatement thay

£ UK <3
the susceptibility of an accou ge=iof .
ial either individually or, when aggregated with misstatements in other balanceg i
n ﬁwﬁu&@ams that there were no related internal controls.

Tnherent risk is the susceptibility of an account balance or class of transactions t,

d .3_§L+o!g+ that could be material either individually or, when aggregated with misstatements in othep

~ balances or classes, 1ssuming that there were no related internal controls.

(ii) Maintenance of Internal Control System is the responsibility of the Statutory Audifor.

Incorrect: The management is responsible for maintaining an adequate accounting system incorporating
various internal controls to the extent appropriate to the size and nature of the business. Maintenance
of Internal Control System is responsibility of management because the internal control is the process
designed, implemented and maintained by those charged with governance/management to provide
reasonable assurance about the achievement of entity's objectives.

N

(iii) Mr. W, one of the team members of auditor of Different Limited was of the view that understandin
the Internal Control of Different Limited will not help in developing an Audit Programme.

4
o

ent & [nternal Control
, Pas

nma.\_ﬂ Questig

R0 Oy )

p he? tanding and knowledge of the Client's pys;
(AP o %%_.a A D in understanding of the same Wit
10 m_&%}. mcamm 111 reference .
mer” 2 :
ﬁaa.?& :

Plan. Tn fact it
f clien T o it o ..:.a&ﬁx
M- 315, RLdentify9 " mmnmm_.zm e Risk of Materia| Misstatement 4:10...._ﬂ_xc T
9 e SA- s Environm ent”, the auditor shall obtain an ,5%333&3 of the ?___m,.., 2“
fity " and other external ettt e OHIng: S
b M”_sai mdustry, regulatory al factors including the applicable financial re
1 " | rep
wors: g e
33@&%« of the entity, including: B
The I e jigd¥
B ifs operations .
i) 12 ounership and governance structures;
if ey A
__v the types of investments that the entity is making and plans to make, including investments in
i) %n%_-vc%omn entities; and
1) the way the entity is structured and how it is financed: to enable the auditor to understand the
iv s o transactions, account balances, and disclosures to be expected in the financial
h.—dﬁﬁwﬂ&:*m. . . 0w .
J The entity's selection and application of onnoci:._m policies including the reasons for changes
| thereto. The auditor shall evaluate whether the entity's accounting policies are appropriate for its
business and consistent with the applicable financial reporting framework and accounting policies

used in the relevant industry.
The entity's objectives and strategies and those related business risks that may result in risks of

material misstatement.

4

's financial performance.

Programme because it will assist the auditor and his team to understand as to how much they can R_E e
on internal control of the company and what audit procedures would be appropriate to be used aczzm m_,gmg 2 e
L

Incorrect: Understanding the Internal Control of Different Limited will help in developing an Audif= 5. The measurement and review of the entity

learly what is not included

the course of audit :.m Theassessment of risks is a matter of professional judgment. Explain statingc
@ MtRisk [MTP Aug-18 + May-23]
.,Amv.vt. %
2. e
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: “. i mwormw e%pr?'ﬁ an fIPiﬂiOﬂ fhaf ﬂui
ng v:\mm they are riot, This risk is ordinarily insignificap, M
; .»u: such as oss from litigation, adverse publicity, or other events Briing
m. o s ‘.w‘ “t”fm“ statements,

the financial statement level and assertion leve|, E‘:s

‘ M_ofnuu-hlmmmmammm levels:
The overdl firarciel statement level- Risks of material misstatement at the overall finangid

nent level refer to risks amii ﬁmérgegrmsively to the financid
¢ L - ) D

2 a5 for classes of trensactions, cccount balances, and disclosures-Risks of material
- misstatement ot the essertion leve) are assessed in order 1o d

etermine the nature, timing, and
extent of further cudit procedures necessary 1o obtain sufficient appropriate audit evidence. This
evicerce encbles the cuditor 1o

€xpress an opinion on the financial statements at an acceptably low

sertion level

Question 4
of the entity and its environment, inchiding the entity’s internal control, is o

continuous, dynamic process of gathering, updating and analysi i
i 75Ing information 1h, t
Aralyse and explein ging examples, (RTP Mhay-20] OR ek the. ot

Obtaining an understanding of the entity and its envir
which the auditor plans the audit and exercises profes
giving examples, (RTP Noy-23)

omnemmj t establishes o frame of reference within
Si0| JUdQ"l\el t ﬁnroughout the audit, Explﬂiﬂ bY

Solution
Obteining an understanding of the entity and its environment, i

ncluding the entity's internal contpol i
continnous, Synamic process of 9athering, updating and analysi e

ng information throughout 1

RRes ot & Internal Control
I alishes o froms of ref

" ighs of material misstatement of the fip,
r mafzrialif'/ in accordance vith 54 o

0 M;mi'i"g the oppropriateness of the selection and appficsrir

‘ ride™ special oudit consideration may by re,

# ing areas where P 1y e, %

y Wﬂfyionﬁ/ the oppropriateness of management's s, the
'MM the business purpose of transactions; @

pectafions for use vihen performing anabytical procodurps

canak ﬁ"r: the sufficiency and. appropriateness of " audf ehidence s
, Eval¥

iateness of assumptions and of management’s dral end ritten
wop e : SRR

'mla' o 3 ot ordinarily refer to inherent risk and control risk separately, but
e 5AS 99 ys of material misstatement™ Explain (SM)

W of the “ris

sppution ssment of the Risk of Material Misstatement g |
T
X sfmifn‘;d assessment of the “risks of material misstatement”. S

t0 6 com! '1he auditor may make separate or combined assessments of inherent and WM
mir,;'g on preferred audit techniques or methodologies and practical considerations.

The assessment of the risks of material misstatement may expressed in quanitative ferms, siches

i titative terms.
in percentages, or in non-quan e . '
In’:;y case, the need for the auditor to make appropriate risk assessments is more important than

the different approaches by which they may be made.

Sigion 6 ing oF pickd Theauditorsafﬁ;;ﬁ;m
Safranga Foods Private Limited is engaged in manufacturing of pickles. T e
pamed audit procedures in respect of recognition of revenues f’f 7‘“‘." co‘ g ahis Prm
wssibility that misstatements in revenue recognition are not identified by planned

Wentify and explain that particular risk in detail. [RTP May24]

gon i It and
There s q Possibility that planned audit procedures may not achieve szIr"ed rfs:.
atements in revenye recognition. Such a risk is referred fo as e ”:m'-tar toreduce audit
4200 defingg detection risk as the risk that the procedures P¢f‘f°f‘““‘_d 2 thcﬂml could be materidl,
L acceptably low level will not detect a misstatement that exists and '
Md““")’ or when aggregated with other misstatements.

; ,Qi"('_l e

fail to detect *




Leany

S &‘“‘em“.‘ Conlr\zes certain audit procedures for the |‘Jurpose 4 °b*“'"|\t¥;|h\

e, autor of 0 OMBY E 0 o illvemaina isk tht audt procedureg 80

Gl ﬂ“d: :is:t.‘ol:“issmemem which by nature is material, then that pigy Is khov,,,’\

ok e |
Wmtbenb\ﬁo e

y

5 tection risk co_mis# sampling and non-sampling risk.

| i« the sk that the auditor's conclusion based ona Slamlﬂe may be d'f‘fe"em fron
a. Sampling r!sk is t e‘rl Jation were subjected to the same audit procedure. Tt simply meqns hy
conclusion if the entire POP:ntuﬁ"e of the population from which it was ChoSer‘\.
 the sample was not rep:‘es isk that the auditor reaches an erroneous conclusion for any reason ny
b, m—ﬁlm;;;kmli :Ske l‘:;ke an auditor may reach an erroneous conclusion due to applicatig, o
ted to sal .
some inappropriate audit procedure.
e
2A:|';m :hile inspecting financial statements of a company, notices that gr‘loss Profn ratio of company
has increased from 14% in year 2022-23 to 24% in year 2023-24, Considering the a{bove, she hag
assessed the risk of material misstatement to be high with respect to assertions relating to reveny,
i i \f il ich could have led to abnorma|
@ngﬁiatmﬁxﬁg Hbers, her junior Ms. Tisha,
expressed her view that detection risk in this engagement should be kept at high level.
(i) List out a few possible reasons which could have led to abnormal Jump in gross profit ratio.
(if) Do you agree with viewpoint of Tisha? Provide reasons for your answer. (MTP Sep'24)

Solution

(i) In the given case, risk of material misstatement has been assessed as high in respect of assertions
relating to revenue and various direct expenses due to increase in
14% in year 2022-23 to 24% in year 2023-24,
Few possible reasons which could have led to abnormal jump in gross profit ratio include: -
* Overvaluation of inventories

* Overstatement of revenues

¢ Understatement of direct expenses

gross profit ratio of company from

(i) SA 200, “Overall Objectives of the Independent auditor and the cond
with Standards on Auditing” defines detection risk as the risk that the
auditor to reduce audit risk to an acceptably low level will not detect a
that could be material, either individually or when aggregated with other

uct of an audit in accordance
procedures performeq by the
misstatement that exists and
misstatements,

Audit QB CA Shubham Keswani

R’
!
%ﬂ‘,us" gk of ™

far 1 P fs shroughout the process of obtaining an understaniy
is!

idmlfu'lz in detail alon
20

at & Mnternal Control
hat detectionriskint
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avie¥
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ctionrisk has fo be kept at low level S0 that q
S Te unde'fecmd' Therefore, view of Ms, Tisha s ot pr
remam

g i
8 of Identifying and assessing the risks of material
ose 1

g with other relevant points, (RTP Nov-20)
OR s

- f an auditor in accordance with SA 315 s 1o identify and ¢

% objectivé + financial statement level and assertion leyel, Which specif C
ent @ 4

sstare “erform for the purpose of identifying and assessing pisks of material mi ct
ed 0
rcqulr¢

solution <o of Identifying and assessing the risks of material misstatement, the audito
urpo
For the P

¢ risks throughout the process of obtaining an understanding of the entity and its |

(0) 1dentify. M= cluding relevant controls that relate to the risks, and by considering the classes of
gnvironm.enf. in ount balances, and disclosures in the financial statements: ?
transactlons: duc:ﬂfied risks, and evaluate whether they relate more pervasively to the financial
(b) Assess the Isea whole and potentially affect many assertions;

stateme:ﬁ;enﬂfie d risks to what can go wrong at the assertion level, taking account of relevant
(c)Relate t ";‘ t the auditor intends to test; and

contrlols 1‘*: likelihood of misstatement, including the possibility of multiple misstatements, and
) i“:‘:i‘::: th:po* ential misstatement is of a magnitude that could result in a material misstatement.

Question 9 : ; ' !
Significant risks often relate to significant non- routine transactions or judgmental r:::‘l;r"s m
routine transactions are transactions that are unusual, due to either size or nature, and f ere

. ing estimates for which
e infrequently. Judgmental matters may include the development of accounting estimates f
there is significant measurement uncertainty.

Mcontext of significant risk, explain the factors to be considered by the auditor in exercising b sl
Stowhich risks qre significant risks. [RTP Nov-21 + May-23] e
s°‘llﬂon

o,



: o whcthor any of the risks 1y N0
o cingill cTZTE "’emf,al Y
:;_. ssing this jeciguent, the axdter goy

,,vﬁmgwh&zmd finencid information related ?OﬁEr&
qﬁﬁmmsmaﬁﬁer@dwwn uncerteinty; end
,L.muamwmﬁmmam‘de the normal course of busies

er for significant ron-routine transactions arising freg
s of matericl misgtatement mey be greater for significant
w nﬂﬁ ising from matters such e

efireing fﬂ'W g estimetes may be shject 1o differing interpretation etc. Explainin
cetaid, (M7 Vior-Z7%]

oz
#ucitonr o Senchinn 148, s of tre view Yrat oz 16 groster ranagement intervention to specify
GLomesing trestment, tie cisk of moteril misstaterment is grester for non-routing transactions. Is the
view of Tioe cuditor correst? Specify the chner mottors due 10 which the risk of material misstatement
s grester for Sgpificant ron-rostine tronsactions. (Dec-21 « BTP Now-21)

on

Wit is urderstond by “ron-rostind” transactionsy Eriefly outline iy risks of material misstatement is
gester for such tronsactions. (TCAT W) g

Sohution

W_ﬂm are tronsactions that are unusual, due Yo cither size op nature, and that
trerefore ocour infroquentty, q

mmwmmngzzmgmmmﬂawmm
Visks of material misstatement may be greater for significant n
1ma¥iers such as the following:

4. Gresver Iranagersent intervention 10 specify the accounting treatment,

on-roufine transactiong ariging from
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- ML
Wed J < for example, judgment cbout fair value.
e €
- cboVE, ViEW of Auditor of Sunshine Ltdis correct.
. iV
" .
The :
| z PR s S
control over safeguarding of assets against unauthorised acquisition, use,

o

srere! trols relating o both financial reporting and operations objectives. Expl
hdl‘:':coﬁves of Internal Control. [RTP May-20] Y
2 09} 2

hiectives of Internal Control .ure g ‘h 4 =5

j) transactions are executed in accordcnc? with managements gener:]e or specr_hc mﬂ\or_lzn‘t:i

) dll transactions are promptly recorded in the cor@ amount m.t app'ropn.ate:ocm.n.s in
accounting period in which executed so as to permit preparation of financial |Mwm -u
framewiork of recognized accounting policies and practices and relevant stafutory requirements, if
any, and fo maintain accountability for assets;

ii) assets are safequarded from unauthorised access, use or disposition: and i

i) the recorded assets are compared with the existing assets at reasonable infervals and appropriate
action is taken with regard to any differences.

Question 12 ;:
Briefly discuss the limitations of Internal Control. [MTP Apr-19]

Solution

Inj fions o . ¥
) wdl -

| control can rovide only reasonable assurance: Internal control, n:- P
n R ) A >
e an entity it only reasonable assurance about achieving the en B :




Loy 8
ol e d by inherent [imi im
+ achlevement is affected by "Mitationg f‘lv

,

* Reaites that human Judgment in decision-making can be

0  because of human error.

bmkdcms in internal control can occu

< Equally, the operation of @ controlimay not be effeey;
pose: i

| internal control (for example, qn ,, '™

: r the purposes of infern o o
g -'““:f“:::f‘ l:;ojslfdeiefc:me the individual responsible fonreyiewing the mf°rm°ﬁ0n:h%

report) is not ive

0y
A ; )
not understand its purpose or fails to take appropriafe action.

; i ; the collusion

A‘lcollue.'ion among People: Additionally, contrals can be e o | o Mon,
le or inappropriate management override of infernal control. For example, managemens

people o

ter into side agreements with customers that alter the terms and conditions of the entity,
2 T .

:tnandard sales contracts, which may result in improper revenue recognition. Also, edit checks ing
~ software program that are designed to identify and reportf fransactions that exceed specifi, )
* credit limits may be overridden or disabled.

ols, management may make
ent, and the nature qng

ermetiatennes

extent of the risks it chooses to assume.

vi) Limitations in case of Small Entities: Smaller entities often have fewer employees due to which
segregation of duties is not practicable. However, in a small owner-managed entity, the owner-
manager may be able fo exercise more effective oversight than in a larger entity. This oversight
may compensate for the generally more limited opportunities for segregation of duties. On the other
hand, the owner-manager may be more able to override controls because the system of internal

control is less structured. This is taken into account by the auditor when identifying the risks of
material misstatement due to fraud.

Question 13

The division of internal control into five components provides a useful framework for auditors to

consider how different aspects of an entity's internal control may affect the audit, Mention those
components of internal control, [MTP Oct-21/Mar-23]

Solution

Division of Internal Control into Components:
components provides a useful framework for au

internal control may affect the audit:

The division of internal control into the following five
ditors fo consider how different aspects of an entity's

Audit OB CA Shubham Keswani
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ent & Internal Control
o vironmen'r:
: ai‘sk assessment process;
1 sa; confrols. ‘
i Monlfar'";w"ics; and l

a +ion system: including the related business processes
rma )

aunicatio:

& 14 control environment is not an absolute deterrent 1o f
e ry

7 5afisfﬂf‘*f‘:au 4 Explain. [RTP May-18]
k0

re rls!

50““0" S Environment = nothn absolute de‘rerrenT To fraud: s e

mr when auditor assesses risks o

5a'f o of a58 ont. However, although it may help reduce risk of fraud, a satisfactory contn |
iss?ﬂ*;":m a.b <olute deterrent to fraud. rycontro(

nf is I

cies in control environment may undermine effectiveness of controls, in particulan

! For example, management’s failure to commit sufficient resources fo address IT

jon f0 fra dversely affect internal control by allowing improper changes to be made to computer

isks may @ o unauthorized fransactions to be processed. As explained in SA 330, control

or *Izod:;;,ences the nature, timing, and extent of the auditor's further procedures.

ta

Canversely, deficien

p
gironmen

nt in itself does not prevent, or detect and correct, a material misstatement. It may,
(4

o the auditor's evaluation of the effectiveness of other controls (for example, the
|s and the operation of specific confrol activities) and thereby, the auditor's

control environtm
however influenc
w-ina of contro
nonitoring © ’ : ’ +
; >rial misstatement.
the risks of materi
wsessment of

jon 15 . ;
i’(:‘nsh;nT » of XYZ Ltd, engaged in FMCG (Fast Moving Consumable Goods) obtains an understanding of
e auaitol '

the control environment. As part of obtaining this understanding, the auditor evaluates whether:
) Management has created and maintained a culture of honesty and ethical behavior; c.nd .
i i (
i) The strengths in the control environment elements collectively provide an appropriate founda
fon the other components of internal control.

: | environment.
Advise what is included in control environment. Also explain the elements of contro

[RTP Jan25 + Nov-22 + RTP Nov-19]

Solution | E
Bt Environment - Component of Internal Control: The auditor shall obtain an understanding
Contr| eVironment.

91
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t elements collectively provide an approprias foad

strengths in the control environmen 3
components of internal control. |

nc'lu'ded in Control Environment?
| ¢ control environment includes:

- qovernance and management f .
he gove ons of those charged with governance and managemens.

The 1 l”udes, awar eﬂeSS, ﬂnd ac : ; .
) ‘ g / uenc ﬂg he (onfrvo' C $

unctions and

its people.

Elements of the Control Environment: Elements o

obtaining an understanding of the control environment include the following:

(a) Communication and enforcement of integrity and ethical values - These are essential elements fh
influence the effectiveness of the design, administration and moniforing of controls,

 the control environment that may be relevans ”
]

(b) Commitment to competence - Matters such as management's consideration of the competence leyels
for.particular jobs and how those leve(ls-_‘jrgnslafe into requisite skills and knowledge.

INntermediatenotess

icipation by those charged with governance - Attributes of those charged with governance s

as:
» Their independence from management,
o Their experience and stature,
* The extent of their involvement and the information they receive, and the scrutiny of activities,
* The appropriateness of their actions, including the degree fo which difficult questions
and purstied with management, and their inferaction with internal and external auditors

d) Management's philosophy and operating style - Characteristics such as management's:

* Approach to taking and managing business risks,

* Aftitudes and actions toward financial reporting,

¢ Attitudes toward information processing and accounting functions and personne|
nel,

e) Organisational structure - The framework within which an entity’s activities fo hieving i
I achieving its

objectives are planned, executed, controlled, and reviewed,

) Assignment of authority and responsibility - Matters such as how authority and responsibility f.
sibility for

era ing activi ies are assigﬂed Gnd oW ] [ | rarchies
rat tivit, P h epor Iﬂg rela ionsk Ips and autk orisa ion hi i
; ’ y g lerarchie are

are raised
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e
o CA Shpy,

Nd practiceg that ’réiatc for
Promotion, compznsaﬂbn"nnd rem:l;l “

5 actions,
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[nternal Control
ci d practices -

&
gment &
5 ce olicies_an Policies

tation, training, evaluation, counselling

e

6 audit of Zeena Limited, CA E ig trying 1o obtaih e
al controls of the company, Such an ettt n undermndlng of different

e

con  rern ;
nte ;

of i cordance with Standards on Auditing, T th"‘S 'S necessary ang i required to

ﬂen in ac
7% pted 1 7 is context ; .
1 do‘"me.n of the risk assessment process of the company and hoy ig - s how he shall obtgin
b~ onding is “"d"'"ﬂndlng.jmpb i
g0 uditor? 3
f
fof

Jonss - Zeend Limited, shall obtain an understandi ; :
Pl Ho qudifo” of Ing of whethen the entity has a process

M E:
for*

(et
p "

5sing
0 ps

g Decidnd

¢ss risks relevant fo financial reporting objectives
nificance of the risks
d of their occurrence

ifying busirll
ating the sig

the likelihoo
bout actions 0 address those risks

ce o Auditor

i orfﬂ"mT Vs risk assessment process forms the basis for the risks to be managed.
(A4 : : i : . vl
' Tfhthaf process. iS appropriate, it would assist the auditor in identifying risks of material
I
'

isstatement:
: arise or ¢
, Risks can

activities: changes in o | |
o E: assessment process is appropriate to the circumstances is a matter of

hange due to factor such as new technology, new business models, products or
perating environment efc.

, Whether the en

judgmem.
Question 17 : :
define Monitoring of Controls and in respect of monitoring of controls, answer the following questions:
|} How monitoring of controls would be helpful in assessing the effectiveness of controls?

i) How can management accomplish monitoring of controls?
1l) What is included in the Management's monitoring activities? [RTP Nov-22]

Solution

Hitoring of controls Defined: Monitoring of cont

""‘"ﬂal control performance over time.

rols is a process to assess the effectiveness of

Helps in assessing the effectiveness of controls ona timely basis: It involves assessing ihe

Effectiveness of controls on a timely basis and taking necessary remedial actions: ;
- : Managemen
Managernen accomplishes through ongoing activities, separate evaluations efc: Manag

) i ions, or @
Cnplishes monitoring of controls through ongoing activities separate evaluatio 93

am Keswani



Control
wo. Ongqir\g,moniforin

g activities are often built into the o :"eﬂrn 3 ,
nt and supervisory activities M| recul::u"

entity and include regular manageme ’ :
ormation fro
from cornmun,'cqﬁo

activities may include using in

moniforing
parties such as customer complaints and regulafor comments that may in i pns e
light areas in need of improvement "°hlgnh

< the auditor of LMN Ltd. While ¢
components of internal control of the company.
entify and explain which component of interna
cases: -
i) Whether controls in LMN Ltd. are operating as inf
change in conditions.

ii) Whether there exists proper segregation of duties in
recording a transaction is different from the person authorizing it. [Sep'24]

onducting the audit, he wanted fo analyze th, dif
I
ferg,
| control he is trying fo understand in the folloyiy
9 g
ended and they are modified as approprigt
€ fop

the company and the person responsipe ¢
op

Solution
(i) In this case, CA. Amit is trying to understand that whether controls in the LMN Ltd. are opepqtip
9

as intended and they are modified as appropriate for change in conditions: He is gaining the

@Tmféfmﬁﬁjﬁfmfﬁﬁa control performance ovep

time.
o It helps in assessing the effectiveness of cont i f i
e ntrols on a fimely basis and taking necessary remedial
o It includes considering whether controls are i i
: operating as intended and that the ifi
appropriate for change in conditions. g

T : ol i ;
( fl) n the given situation, CA Amit is trying to understand that whether there exists a proper system
of s i ies il
diff:::efgafhon of duties in the company and the person responsible for recording a 'rransucf);on is
nt from The person authorising it. He is gaining an understanding of internal

company. In partictlar, he is understanding “control activities” g

o Wh i ion is di :

en a perso‘n recording a transaction is different from one authorizing it, he gai i
that there exists a system for preventing misstatements. T

¢ It helps him in gaining insight into the internal control system of the company.

Question 19
KR & Associ i
e sc;c;afesi an ¢.zud1for' of FOP Ltd., observed that the company has implemented vapioys i
, 70, s addressing financial reporting, operational efficiency, and compliances during th l'"OUS e’
. e
evaluation. CA Karan suggests that all controls should be assessed to mitigate the ris;(r Pf”’-"m'"GFY
of material

Audit QB CA Shubham Keswani

sessment & Internal Control
kb inancial statemen i :
o gs" +in the fin s, while CA Rajat is of -

en
[ b
&To the audif should be assessed based on professionq| Judgment-

nether the auditor should ‘assess all the internal ¢o, R
relevant by the auditor during the audit, Als"fro'ls. or imit the

+ on the relevance of controls, (MTP ‘T‘Jﬂ'2'5) 0, discuss the factors
OR é

matters which should be included for factops relere

. the
n .
Expk:zr  control 157
t
wh

evant fo the audit. [RTP Nov-22 + M7p o 210 the auditops’ judg

relationship bfafwee-n an entity's objectives and the control it

ce abouT their at.:hllevemen‘r. FOP Ltd. has implemented intelr lr:\Plemems 1o pr
operational efficiency, and compliance. However, not q| ;m controls addressiy g

he auditor's risk assessment. of these objectives.

jon

ﬂl‘ﬂe 0 direCf
sonaPle (T
b grcial T eportingd:
& 1rols are relevant fo'*
con
t to the auditor’s judgment about whether a control individually or in combinaf

' ombinatiol

nt to the audit may include such matters as the following: n with

qctors eleval

others: 15" elevs

pateriality-
significanc

: 2: sige of the enfify:

The nafure of the entity’s business, including its organisation and ownership characteristics

The diversity and complexity of the entity's operations. ;

APP”C“b'e legal and regulatory requirements.

The circumstances and the applicable component of internal control.

The nature and complexity of the systems that are part of the enfity's internal control, including

the use of service organisafions.
Whether, and how, specific control, individually or in combination with others, prevents, or detects

rects, material misstatement.

% o of the related risk.

and cor!

Facts of Case

e »o==

Inthe given case, CA Karan suggests that all controls should be assessed fo mitigate the
nisstatement in the financial statements, while CA Rajatis of the view that only those c

relevant to the audit should be assessed based on professional judgment.

risk of material
ontrols deemed

Coclugion

Based on the factors mentioned above, it can be concluded that the au
¢ oo ;
ontrols deemed relevant to mitigate the risk of material misstatement: !

Sfafements,

ditors should assess only those
n FDP Ltd.'s financia

Audi )
ILQBICA Shubham Kesw

ani



| control relevant to the audit.

?:,1 ain an understanding of infernd
Undcrsfandl +a the Internal Control o
anding of internal control assists ﬂ}e auditor in:
ng fypes of potertia misstatements;
actors that affect the risks of material mls'sfafe
the nature, timing, and extent of further audit procedures.

ment, and

internal controls wiliJérmblé:rHé auditor to know the areas where control is weak. Explain
ing clearly the benefits of evaluation of infernal control to the auditor. [RTP Nov-22]

intermediatenotess

e review of internal controls will enable the auditor to know:

o whether errors and frauds are likely to be located in the ordinary course of operations of the
~ business;

* whether an adequate internal control system is in use and operating as planned by the management;
'» whether an effective internal auditing department is operating;
e whether any administrative control has a bearing on his work (for example, if the control over worker
- recruitment and enrolment is weak, there is a likelihood of dumm
sheet and this is relevant for the auditor);
 whether the controls adequately safeguard the assets;
how far and how adequately the management is discharg
of transactions is concerned;

y names being included in the wages

ing its function in so far as correct recording

how reliable the reports, records and the certificates to the management can be;
the extent and the depth of the examination that he needs to car,

ry out in the different areqs of
accounting;

what would be appropriate audit technique and the audit procedure in the given circumstances:
what are the areas where control is weak and where it is excessive; and
thether some worthwhile suggestions can be given to improve the control system,

B CA Shubham Keswani
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Tl ain unders,fandiﬁg_\f or
3 1o financial reporting, including the c|q.

[foblainigh understanding of the infonmi;)n ’

nt to financial reporting, including the following e
nsactions in the entity's operations thqt ﬂl‘es 3

jon |
waaudif"r Th:a
The ™ s, rele
zsdass e of fra
e

awmenfs: 45 by which those transactions are initiated, recorded
5 ocedur ferred o the general ledger and reported in the fimm;ol
Lﬂ; ccounting records, supporting information and Specifiﬁ
g used fo initiate, record, process and report transq

’

accounts in.
% ¥ ke
ctions;

o
=X
3
)
=
=
w

P

5fﬂ 11 zmenfs;

ial reporting process used fo prepare the entity's financial smemeﬁf
inancla

ding journal entries.

jon 23 ny divisions and branches across the country. They have un fn’rernal control system whi
has md
ABCLd:

hed and maintained by the management on a regular basis. Explain the meaning of internal
swell esfabhsl’sl: 315 and also state the benefits of understanding the internal controls of  company.
per £

confrol 05 [Nov-22]

Solution
4s per SA ‘
the Entity and its Environmen

*the process designed, impleme!

ide reasona
other personnel to provi , ve i
fﬂgﬂfdp'fo reliability of financial reporfing, effectiveness and efficiency of operatio

315, "Identifying and Assessing the Risk of Material Misstatement Through Understanding
o 1" the internal control may be defined as
nted and maintained by those charged with governance, management a.nd
ble assurance about the achievement of an entity's objectives with
ns, safeguarding of

assefs, and compliance with applicable laws and regulations.

Benefifs of Understanding the Internal Control ey

Anunderstanding of internal control assists the auditor in:
‘ () identifying types of potential misstatements;

i) : ial mi nt, and
() identifying factors that affect the risks of material mlsstatem: ]

i ures.
‘ i designing the nature, timing, and extent of further audit proce!

AL A
E UOLTON Shubham Keswani



e gees o io concerning 'V’;*eir’ml T
chemicals. It has Two plant locations in cj ty ‘:I, Al
assets. Building af three locations is owneq 6o

of S o'f'
iving huge value of
ng huge s and does not wart 1o suffer losses due to pyg;

al %
IZ; 7 ¢rform°"f¢ of abo: function, has also ot
o from quditor’s perspective.

; . o
for looking af fer insurance ma:e;:. As an auditor, p,.epqr:
: 3 Ry btaining staff responses. . :
i nicerning this department for o 5 ; > 47
r w«~ : fonaire o ng [MTP IT Moy 54 M 4 eposmd into banl'< frequently, although, concerneq g, :
] a;s"is Sfficial responsible for ensuring performance of';, of
Ove

el 3 ns that control is 5
purth o A med not working s planned. 75 .

ionnaire -on i
: fiol urpose of control is d

Are compefitive quotes obtained from different insurers? e ontand e/ P 4 's defeated. Tt represents o

' Ts comprehensive insurance cover obtained for fire, flood, burglary, earthquake risks etc.> s

+ Areall three locations in city A and B covered? T L ;

"+ Are all assets consisting of building, plant & machinery and inventories covered? gfiﬂ in financial ST atements of ‘T ) J o Limited put up for QUdit, it is obseryeq
~+ s there an adequate procedure fo ensure that ossets acquired between two renewal dates are ~ 00F + ratio oS improved from 1.20:1 (in preceding year) t01 751 (incurren

: year,

dures are being performed b i
pssment proce Y auditor? Has el
0S5 Bombay Stock Exchange? o & i

also covered by insurance?
oxt year on )

"+ Ts there an of ficial who decides on value for which policies are taken?
~ « Does officer who decides on policy value review periodically adequacy of insurance cover?

= Is loss-of-profits insurance cqver taken? |
. 1 solution : o e '
@'ﬂtemeél %Eﬂ@ ESS 1is noticed bY the auditor that current ratio hes inproved fromiia iy Preceding year) to 1
J o ]

‘Are pending claims followed-up with insurers? Ctye ar). The auditor is using “analyfical procedures" as risk assessment s
::rsrimproved from previousl year. Th'er‘e could be a possibility of misstatement in curr‘;n‘:I ‘;sns::s and
e ligbilities. It is possible that improvement in current ratio is artificial due to missta'remm; and
s been dore 1o secure good response to the proposed issue of company next year. i

of 1S
compa™ 4

T

2

| CASE STUDY-1 R
(A Paritosh is auditor of a company. The financial statements of the company have just been received
for audit. Following issues have been flagged pertaining fo the financial stafements of the company for

purpose of risk assessment: -

(1) The revenue of company has fallen from 2 50 crore in last year to 5 crore in current year (for
which financial statements have been received for audit) due to lack of demand in the markef for
company's products.

(i))Due to advent of new products in the markef, company's products are fast becoming outdated.

(ii)Alarge customer having an oufstanding balance of 25 crore has failed o pay fo the company despite

. efforts made by the company.

(('\:'))i_’;"e"'for’y holding period has increased from 30 days in last year 10,90 days.

erefz::mp‘my also gets carried out job operations from third parties:
Parts of inventories are lying with third parties.

Audit QB CA Shubham Keswani i
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5, Vert of inmestories aee bifng with thied porties, Lentify audtt rish inohsed
(6) Trere is 6 risy 11t tind goetios o not mandf actuee according 10 specification
s ; : 7 <4 2L
&) Trere iz 6 v 1t Y PA1ineg jiko wort donv from thied partios company is increg
-, , ¢ I TS ereasing its costs
(6) Trare. is 6 risy 1t st ficiert oo bppropriate efidence wold ot be avdilgble \
) v 0% in
G s condition of invertories bing with third porties
e
(@) There is 4 righ 11t st ficient o appropriate efidence would ot be availa
W10t o innemtonios bying with thied partios

¢ of the compary
respect of

ble for quality control

) Ch Shtham Ko
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NAEB‘\ ﬂﬁ 7 “1 |hn-= n_ @1 1 o =

l\n%ﬂ\%\ﬂ\ﬂﬁm gﬂﬁﬂ?ﬁjlﬁr; =

e S—— ﬂnﬁmw‘&mwnggin-ig 5=

hﬁﬂ«l%\ of the company. g A

ﬁ&.&&q&b@aﬁ.
e &%mgao&%&gﬁn&&itw
L 4d c “ ey

e Tnspect inSCNCE poficies to verify thet iventories et each locetion are insred for
c o wfary. The 2 insured and pericd of velidity of policy ere rot refevent.
) m&«\\\u reuronce policies to verify that Sﬂaﬂﬁﬁggﬁnnﬁﬂgi

) Coure adequacy of sum insurzd by compering it with value of invenories. Also ensure policy

-

period fas ot expires

¢ Tnspect insurance policies 10 verify that inventories cf ecch location are comprehensively insured.

Ensure policy period has not expired.
Tnepect insurance policies fo verify that inventories af each location are insured for fire end

burglary. Ensure policy period has not expired.
iately describes test of control regarding inventory courts?

==24Y/hich of the following most appropri . .
6. Obtain detail of invertory counting procedure and ensure that invertory count is carried out

a

O according to laid down procedure.
Ew. Obtain detail of inventory counting procedur
m according to laid down procedure. Attend inventory count.
.H___o Obtain detail of inventory counting procedure and ensure that i
6ccording o laid down procedure. Attend inventory coun and perform fest oGt

e
.ma. Attend inventory count and perform test count.
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Leany,
{thos beet noticed that bank Ee_n___sw“_:___ h
,

f most appropriate: descriptio, of v
iy
"

d regularly 8 concerned staff is %acaga
gularly 65 concenned staff s %ﬂgagﬁ_a
at

deficency’ n this reqard: -
o Bork reconclltions are
b, Bank reconcllations are fot b
could result inerrors:

¢ Bank reconclltions @
could result in errors,

statements. .
4. Bank econcilations arenof being

shouldbe performed monthly and revie

o bengperfo™
eitg %%_,a& I

A reglory o concemed stff i oerpgy

4
ment of cash and:bark balance y fi !

ey

re ot being performe
It oy result misstafe

pefornedregulo e s erbudeq Theg

yed by senior accounta,

4, Since the company is a new client, which of the following statemerts is most cpproprcte?

o There s reduced detection risk.

. There is increased detection rsk.

. Therels no effect on detectionrisk.

. Defection sk should be increased fo lower audit nisk;

o

5, Which of the following stafements is most appropriate regarding auditor's response to assesseq
risk of a new client?

. More substantive procedures Would vequire to be performed.
v_,a::gaa_,aEn&sasgsE__mgggﬁios&_

o

. There is no effect on substantive procedures;
| There is no effect on substantive procedures as audit risk s low.

=-

1(6)2.(c)3.(¢)4. (b) 5. ()

Correct/Incorrect
(i) Tests of control are penformed fo obtain audi evidence about the eff
Systems,

ectiveness of Internal Controls

Correct: Tests of Control are penformed fo obtain audit evidence about the effectiveness of:
. the design of the accountingand internal control systems that is whether, they are suitably desianed
to prevent or %3.3. or correct material misstatements and -

b, the operation of the internal controls throughout the period;

(1) Information obtained by performing risk assessment procedures shall not be used by the auditop s
=l a
audit evidence to support assessments of the risks of material misstatement,

Audit QB CA Shubham Keswani

(U 11 5
: ation obtained by performing risk a&a_ﬁs_.,a,,
Mertsof g,

>=m: v ¢
37 3 o s audit idence to sport g

0
i
e

ff¢
4y

o dentifying and assessig the isks Of Moteni] g -

ghot the proces of obtalhing an Understain o *Masﬁ__ fhe e hal

gwithother kit s (RT Ny Y o s ey,
R :

¢ n auditor in accordance with SA 3(5 ig 4, (den

" ngha_ statement level and assertion foye| Whic

nf o the purpose of identifying and 0ssessirg rig

il alon

fy ang OS50S g of
MHHi i g

ks of naterg Misstotonenty

(WTP My

o dentifying and assessing the risks of materiq| Misstatement. the p__%_.mr__.. .

¢ throughout the process. of obtaining an understanding of ghe ity ia

; el
g ;2_&35

t:ﬂvomm
fotify e levant controls that rel i

0* inluding relevant controls that relae fo the igs ng by consider
ount balances, and disclostres i the financia stotements:

ole and potentially affect many assertions; ,

ntified risks fo what can go wrong at the assertion leyel, taking account of releyant
tor intends fo test; and |

sttemen”

ide

pelate the | |

i controls that the audi , i

g i she likelihood of misstatement, incluing the possbilty of mltple misstatenerts,
(

refher the Exaa_ misstatement is of a magnitude that could result ina material misstatement,
W

fon 2 :
ncluded in risk assessment procedures to obtain audit evidence about the design and

_&ma sg:: _
ontation of relevant controls. (RTP May'18)

fon
ssessment procedures fo
ol may include-

ST dquiring of entity personnel.
K& Boserving the application of specific controls:

fspecting documents and reports:
Rrocing fransactions through the information system relevant fo financial reporting:

Q

e

[ -

obtain audit evidence abaut the design and implementation of releiant

13

am Keswani .
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A 7.:.,‘ , 2
siries is obtained from managemens A

g : nd 4 4
or may also obtain information, op

the nc&* &I“Q_

:os.«ﬁ?. tafement, through inquiries of others withjp 4 . 3“3
isks of material M._Ma e Explain with the help of examples, [R1p zo<.~w_
[evels of
OR ;
s e audit of 0 Deparfmental sfore. As ” .vo“” of “”m :u”\ ”&2 Sy
-y g i e entity. 4
A Qis the engagement portner ?._..“un& the management and others s:_ _:Q: vnaow_n_ A..WM king of
e ke inquirt ing? (i) Internal au ) Tn-pg,
s ure, he wants fo ma sirs the following _ :
M__.M“vmg can the audifor gef by inquiring :._omuo Information systems personnel [May'24]
_ nne

legal counsel (ii) Marketing or sales perso

hers Within the Entity: Much of the information obtained by the
s i inancial reporting, H
L nan_n a“ from management and those responsible *.o_..j:o:.n_o. v‘ x m* osQo.ﬁ
auditor’s inquiries __u oE“MM_ information, or a different perspective in a«i.?sw T“._M.M 01 :“n”m.._o_
y : . 5
o ”. “ﬂ_o “M_..o:a:inm of others within the entity and other employees wi nt levels
misstatement, thro

of authority.

Examples g
v Inquiries directed towards those charged with governance may help the auditor understand the

environment in which the financial statements are prepared. ; ) .
v Inquiries directed toward internal audit personnel may provide 5?33:.5 about internal o.:a_:
procedures performed during the year relating fo the design and effectiveness of the entity's
internal control and whether management has satisfactorily responded to findings from those
procedures,
v Inquiries of employees involved in initiating, processing or recording complex or unusual transactions

may help the auditor to evaluate the appropriateness of the selection and a

pplication of certain
accounting policies,

v Inquiries directed toward in-house legal counsel may provide information about such matters as
litigation, compliance with laws and regulations, knowled

the entity, warranties, post- sales obligations, arrangem
partners and the meaning of contract,

¥ Inquiries directed towards marketing or sales

the entity’s marketing strategies, sales trends,

v Inquiries directed to the risk management fun

information about operational and regulatory ri

¥ Inquiries directed to information systems pers

system or control failures, or other informatio

ge of fraud or suspected fraud affecting
ents (such as joint ventures) with business

personnel may provide information about changes in
or contractual arrangements with its customers.,
ction (or those performing such roles) may provide
sks that may affect financial reporting,

onnel may provide information about system cha

nges,
n system- related pisks.
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o TR =l With fyy 4

fe5 o
ot
wmvnlouawanu-._mx.nuun«ug .

r naware and may assist in 05Sessing the

; : TiSks of mate,
 designing and implementing responsss 4,

OR

s vwl“onawa as risk assessment procedyres gaoa..?
1nm unaware and may assist in assessing the risks of 53.@_._2
rw designing and implementing responses 1o the i v

=

dures vnl“o_._ana as risk assessment procedures may include both financid
oce ur ‘

ical PP ¢0p example, the relationship between sales and square footage of se
proly® information:
| mooam sold.

es may help identify the existence of unusual transactions op events, and amour
ical vaonma%}& might indicate matfers that have audit implications, Unusual or unexpect
ends identified may assist the auditor in identifying risks of material misstat
£ material misstafement due to fraud.
sks 0
h analytical procedures use data aggregated at a high leve! (which may be the situatio
:%@é?s:% suc edures performed as risk assessment procedures), the results of these analytice
. C - - o
.”___m_ad D2__5,_8__ E.oos% a broad initial indication about whether a material misstatement may exist.
dures only Pr
50“@ - - -
Q ool in such cases, consideration of other information that has been mﬂrw_.& when aoa._?_,
.mnsa_zm :: ial misstatement together with the results of such analytical procedures may ass
- i [ Its of the analytical procedures.
= ditor in understanding and evaluating the resu yt

he au
g
.,@Eamoz 5

e = prees
iti i imi st time, utilised software to analyse
A Srishti, while auditing KSM Private Limited *9.. the fir T e A
‘__“_..__%3. comparing amounts recorded in the financial statemen e Hagmpﬂzis?;n_
b . jecti to evaluate the risk of material misstatement.
mvan&sm two years. Her objective was to e e .
3. : : :
Eg audit procedure performed by CA Srishti in the given case, discuss and explain whe

== faUditor's opinion can solely rely on such procedures. (Jan'25)



' es as risk assessment
‘ ical procedures asris Procedy,
performing gnalyice e,

A srshis
‘ ent procedures may identify aspects of the gps

P ;
essing the risks of material misstatemeps i o,
ponses fo the assessed risks, ey

- isk assessm
procedures performed os risk 655653
the auditor was unaware and may ass:st‘m ass
‘ de a basis for designing and implementing res

; include both financiq

, . ; t procedures may inc i
nalyti rmed as risk assessmen ‘

 Analytical procedures perfol

financial information. Tion

| ont : f unusual transactions or events, and Moy,
Analytical procedures may hel identify the existence 0 ] ;
; ! hat mi :fp indicate matters that have audit implications. Unusual or expects,

ratios, and trends that mig : itor in identifying risks of material misstaep,

relationships that are identified may assist the auditor in i ¢ :

especially risks of material misstatement due to fraud.

Risk assessment procedures are a basis for the identification and assessment of risks of matery
misstatement at the financial statement and assertion levels. Risk assessment procedures by
ﬂwnselves‘ however, do not provide suffi ient appropriate audit evidence on which fo base the audit

o@mefﬁm ¢ﬂ,tm@@%@ such procedures.

Qestin
CA L is in the process of finalizing his Risk Assessment Procedures of Effluent Limited which include

observation and inspection that may support inquiries of management and others, Discuss few examples
of audit procedures which include observation or inspection of the entity's operations, [J1 uly-21]

Solution
Observation and inspection may support in
information about the entity and its environ

quiries of management and others, and may also provide
ment.

Question 7

A higher level of assurance may be sought about the operating effectiveness of ¢o
approach adopted consists primarily of tests of controls, Explain and also state When
design and perform tests of controls to obtain sufficient appropriate audit evidence as
effectiveness of relevant controls, [RTP Nov-20] OR

Audit QB CA Shubham Keswani

ntrols when the
will the auditop
to the Operating

Lean ‘Vilhp &

res Wi
WP uditorshll esign o perfory
ates 0 operating effectiveness of releyant _
gnce z:d performed in accordance vith S4 3307
d

o)

- ronds 10 place greater reliance on effww of @ Confrof. e
quditr lf;o be obtained as a result of such tests “’“mmk,Wa hgu-
videncen quditor about the operating effectiveness of Controls> (TP m Ssuranc
py @ ; 7 e

/ ined as an audit procedure desi, e s
5°luﬂon onﬂ'alS may be define P esigned to evaluate the
c

gt preVenﬁng, or detecting and correcting, materig| Misstatements ot the asseptiy,
I )
nfrols
of €

hall desian and perform fests of controls to obtqin sufficient W
sna

» auditor tiveness of relevant controls when:

5 grating effec

+or's assessment of risks of material misstatement af the assertion leve]
e ﬂud'T° i controls are operating effectively (ie., the auditop intends to-
expec'ram"ffecﬁveness of controls in determining the nature, timing and extent of
e Sy

st

o) g[‘dﬁ"g
rocedures). O

3 procedures alone cannot provide sufficient appropriate audit evidence atﬂuossarha: '
stantive :
b 5Ub

Jevel.

d performing tests of controls, the auditor shall obtain more persuasive audit evidence,
g an

1n designin Jiance the auditor places on the effectiveness of a control.

the greater the e

| of assurance may be sought about the operating effectiveness of controls when the
A highe; 'e::pfed consists primarily of tests of controls, in particular where it is ot possible or
opproach ¢

- able o obtain sufficient appropriate audit evidence only from substantive procedures.
pmchca e

stion 8 : . '
mn more persuasive audit evidence is needed regarding the effectiveness of a control, it may be

i ontrols.
appropriate o increase the extent of testing of the control as well as the degree of reliance onc

i ider i ining the extent of test of controls.
Discuss the matters the auditor may consider in determining e

Solution i be

; i a control, it may
When more persuasive audit evidence is needed regarding the effechv:neszeojf st
9Ppropriate to increase the extent of testing of the control as well as the degn

include the following:
Hatters the auditor may consider in determining the extent of test of con:;ols mt;Od
A Do)
 The frequency of the performance of the control by the entity during the per
107 ‘
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heS Audit

3 ) Leam With P
e he audit period that the auditor is relying on the operating effect, b
< ing the audi
The length of time during

3 Q;ZBexpecndme of deviation from a control.

4 The relevance and reliability of ¥

he audit evidence to be obtained regarding the qp,

effectiveness of the control at the assertion level.

Is rela ed to + )
& . N mn con l
i evidence is ob -ained from tests o other trols relat: .
5. Theextent to which audit to the

ous points which auditor needs to consider in determining whether it is appropriate n

de::s a:)oumt operating effectiveness of controls obtained in previous audit, and if S0, the
i e

% ““d': 1ﬁm¢ period that may elapse before retesting a control. [MTP Apr-23 + Nov-19]

length o

In determining whether it is appropriate to use audit evidence about the f)percﬁng effectiveness of
controls obtained in previous audits, and, if so, the length of the time period that may elapse befope
retesting a control, the auditor shall consider the following:
i) The effectiveness of other elements of internal control, including the control environment, the
emify"ls monitoring of controls, and the entity's risk assessment process

Em@ %Sis manual or automated

iv) The effectiveness of the control and its application by the entity, including the nature and
v) extent of deviations in the application of the contr

have been personnel changes that si
Vi) Whether the lack of o change ina
vii) The risks of material misstatemer

ol noted in previous audits, and whether there
gnificantly affects the application of the control

particular control poses a risk due to changing circumstances; and
nt and the extent of reliance on the control.
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Ene!s |

it proceducr;s g was performing Re-performance
52,

Jitor's independent execution of procedures o
au lY‘s internal control, for example, reconciliation.

olves it ;
1t invo the enfi 4 by the entity.

pzr'f""me

+hat can be applied while undertaking test of controls ¢
oce urZ: documents supporting fransactions and other events +
ion ©

per P i ¢
ot s have operated properly, for example, verifying Mv

nspect
9 |
infern

aufhorised-bom and observation of, internal controls which leavew..ﬁf
inies @ 4
nquir

- who actually performs each function and not merely who is supposed 1
demmmmginfel“" al control operating on specific computerised applications w
Testing of +achnology function, for example, access or program Cl’lllgewn'nk

tion -
inform® 2

.

AT
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Ch-6a Materiality Test your Understanding
LTS ; Build Well Forgings Private Limited having a revenue of 2 25 cpope, 1y
CA A Rajais a@tor of Bu loan of 2 50 lacs from a bank. However, as at end of the year, only 0
has been sanctioned a ‘r:er'm o rement of asset. The financial statements of the c?mpqny do noy disgy ¢
was availed due*‘o de‘“Y.'"rm::ch loan has been taken. Schedule IIT of CO"\-PGr?IeS Act 2013 ’equip::

':"“l“‘ 4 s:i::::;g:: D‘i':cuss whether, non-disclosure of nature of security is materig| for QUdit,

isclosure i ? ’ !

==

Solution

If there is any statutory requirement of disclosure, it is to be considered material, Schedy|
ere i

e Iy
ndates disclosure of nature of security in relation fo loan. The amount involved is irrelevant,
mat
- z . . B
One of the team members of auditors of Highly Capable Limited was of the view that Mm‘emqmy and
Audit Risk are only considered at planning stage of an audit. Comment as an auditor.

Solution

The concept of materiality is applied by the auditor both in planning and performing the audit, and i

@;r m Iﬁﬁ ma’d]ﬁ,tg% mmtg@ﬁreded misstatements, if

or's report.

MCQs
Which of the following is true regarding materiality?
() It is unaffected by nature of an item.

(b) It is unaffected by requirements of law or regulations,
(¢) It is not a matter of professional judgment.
(d) It is not always a matter of relative size.

Ans. (d)

Correct/Incorrect
1. There is direct relationship between ma

teriality and the degree of audit risk, (ICAT SM)
Incorrect: There is an inverse relationship between materiality and the degree of audit risk, The higher
the Mmateriality level, the lower the audit risk and vice versa. For example, the risk that lq particular
account balance or class of transactions could be misstated by an extremely large amount m;
low but the risk that i+ could be misstated by an extremely small amount might be very high

ght be very
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Lear, Wil .
U | o

|
heco ‘1“
5 i yan

I\

atcriulit)’ Past Examm-rpsm' Quent
0 T »""”‘"
he auditor of Track Ltd, for the fires +:
1 inted as T ’ S time, Yoy ;
at*‘"“’"bﬂf"g OPP"; for that you have applied percentage 4, o Want 10 determine the
r,“'ﬂ y Jeve! ari‘ali‘ry for the financial statements qs q whole, What are the
0 zf:"mm 9 a‘rer'of an appropriate benchmark? [RTP May-27 ., May-23)
! . _qtion
get® qifica
el
fhe!

.+ in Planning and Performing an Audit~ Prescribes the use of gor ; o .
o areriality " inancial Statements as a Who it cf 5 gl
2320 M iality for the Finan * Determining materikty molves
3 g Mater e judgme"f- A percentage is often applied 1'cu.‘clvme“beﬂ.j..‘..k.s @ Starting
of pron:; materiality for the financial statements as a whole. %
el 3 de*ref"'“'n'
it in
Polﬂ

S
(2

ffect the identification of an appropriate benchmark includeﬂlefoﬂo.‘n;
e revenue, expenses:
icular entity's financial
nds to be focused. Example - for the purpese of evaluating financial performance
sfafemenfi ::d to focus on profit, revenue or net assets.
ugers may

¢ the entity, where the entity is at in its life cycle, and the industry
The nafure © hich the entity operates;

5 f ents. Example - assets, liabilities, equi
Factors i ents of The financial statem P s
Jem

The ele \here are items on which the attention of the users of the parti
r
, Whethe

and economic
i :
environment in W

nership structure and the way it is financed [Example- if an entity isﬁlmcedsuldy
o
| , Theentitys©

ther than equity, users may put more emphasis on assets, and claims on them, than on the
e
T
tity's earnings):
i";\e :lela’rive volatility of the benchmark.

ion 2 S cl in
Quemo:" for the financial statements as a whole may need to be revised as a NT?:; c;flt;]honge
i o e, 5
Mmmtny s that occurred during the audit. Explain with the help of example. [MTP Oc
circumstance:

Solution

ol s ts as a whole
Revision in Materiality level as the Audit Progresses: Mﬂfler'lahfy for theff;:::;ﬂc::;zec’;um o
(wd, f applicable, the materiality level or levels for par‘TICUlﬂr'. c|§5585 o1-c1nces that occurred during the
o disclosures) may need to be revised as a result of a changa i Clrc-un"s business), new information, or a
Wit (for example, a decision to dispose of a major part of the entity's ;

i ther
i i esult of performing fur
thange in the auditor's under standing of the entity and ifs operations asar
audit Procedures.
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E dull .Ig lhe Qud“ i ﬂppeﬂls as houg| ac ua‘ I O“Clal eSU' S are ||kg|Y 0 be n

Exﬂﬂ\ le: H \ < Ted pe lod an li“ﬂﬂcia‘ esu' S 'G were used initi ” qnﬁn

dl”el"en' If’oﬂ\ |h€ ﬂnhclpﬂ T S bs

tor revises hG a er‘l(]“fv L
a ' mat
mlel'l(lllly |0l the llmnClﬂl statemen sasaw l°le e GUd

Wilh F" |

e \
If the auditor concludes that a lower materiality for the financial statements as q Whole ‘
itol

licable, materiality level or levels for particular classes of Transahctlllons, account bajqn, !
icable, 2 . i i ()
¢;Fiz:losxxt't’.s) than that initially determined is appropriate, the GUd”o'T S. : d;.‘rer‘mlne Whethep it
necessary to revise performance materiality, and whether the nature, timing and extent of the f“"‘he,

audit procedures remain appropriate.

CAY, s’m:nory auditor of a company, is in process of determining materiality fOf‘ financial Statemeny,
while planning audit. Since materiality is a matter of professional judgment and is t.lffected by Uit
perception of financial information needs of users of financial statements, he is reasonably Making
certain assumptions about users of financial statements. Which reasonable matters are likely 1 be.
assumed by him in respect of users? [MTP Sep'24 + RTP May-21 + Nov-23]

Solution ‘
matter % essional judgment, and is affected by the

aaditor's determination of mategiality is,
@}ﬁ abr m ad I &H Eqﬁbﬁinancial statements. In this

itext, it is reasonable for CA ¥ to assume that users: ‘
a. Have a reasonable knowledge of business and economic activities and accounting and a willingness to |
study the information in the financial statements with reasonable diligence;
b. Understand that financial statements are prepared, presented and audited to levels of materiality;

¢. Recognize the uncertainties inherent in the measurement of amounts based on the use of estimates,
Jjudgment and the consideration of future events; and

d. Make reasonable economic decisions on the basis of the information in the financial statements.

Question 4
Financial reporting frameworks often discuss the concept of materiality in the confext of the |
preparation and presentation of financial statements. Explain, [RTP May-21]

Solution

Financial reporting frameworks often discuss the concept of materiality in the context of the
preparation and presentation of financial statements.

Although financial reporting frameworks may discuss materiality in different terms, they generally
explain that:

Audit QB CA Shubham Keswani

' ity
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*
; including omissions, are considered +, be
510”’"‘5" ’;d reaso"ﬂb'y be expected to influence the ¢
g col'™ " | statements;

Conomic dec;h:; m o inthe
Taken op -

o
i
{ egﬂw’ f ancia ;
™ the :nu‘r materialify are made in the light of sumpoyng

0 : ng circumst, o |
5 O ature of a misstatement, or a combination of bothzang "“‘"“""“’“ffm :
¢ ogouf matters that are material to users of the financial e W e
a

£ the common financial information needs of ysgpg asagr mnf“ S are based on

0 Vi oup. 3

3% der ific individual users, whose needs Z 2 Possible effect of
189 s on spe 7 vary widely, is not considerg

Judgmz'j'

nts of lesser amounts than materiality for the financial stqt

d to influence the economic decisions of ysers taken on the bosis‘:sf::?culd
mancial

)
auisﬂon iss’fﬂfeme

m
ther ecte
yhe ly b expe ith examples [SM]
& onts? Explain ¥
m
fof®

indicate the existence of one or more particular classes of >
a i fransactions, account
rs T T m |Zsur65 for which misstatements of lesser amounts than materiality for the financi
isc : financial
or dis oo could reasonably be expected to influence the economic decisions of users taken
sa

£ the financial statements include the following:
i5 0

w, regulations or the applicable financial reporting framework affect users’ expectations
aw,

I.Wheﬂ‘erl urement or disclosure of certain items.

re9urdiﬂ9 the meas

gxample

ty transactions, and the remuneration of management and these charged with governance.
pelated par

The key disclosures in relation to the industry in which the entity operates.
2. The

| Example

pesearch and development costs fora phar‘maceuﬁcal company.

3 \Whether attention is focused on a particular aspect of the entity's business that is separately
disclosed in the financial statements.

Example:

Anenly acquired business.

Question 6

; T
Iy Materiality required to be documented by the auditor? What factors have
egard? [SM]

0 be considered this

| 113
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‘and audit risk throughout the audit. Discuss explaining the meaning of audit risk. [RTP May-22]

‘Solution
‘Audit risk is the risk that the auditor expresses an inappropriate audit opinion when the financig

statements are matenially misstated. Audit risk is a function of the risks of material misstatement ang
detection risk.

Materiality and audit risk are considered throughout the audit, in particular, when:

asses erisks o

oo 1]
F X "l ahoegHures; and

Evaluating of uncorrected misstatements, if any, on the financial statements and in

forming the opinion in the auditor's report.

of &N 50  The

“Believe in yourself & soon the world will too”

Audit QB CA Shubham Keswani
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gils 5

A;cﬁ ng audit of an entity, hag gafy. d e
fo ¢ 4 on, it 1UrnS out that selecteq Sampleg

samples: The auditor contends thqt

L o gituation the aud|'107 has selected
! .« g case of non-statistical sampling Wmm bas B,
t, lsnsmfis’rical or statistical sampling, he Wm; s

; - he whole population although e
T 5,m||ar' fof 5 Mfw !
"b¢ S:Z ’ Sponsib””Y in this regard. =

pe !

8 MQs
‘ following is not an advantage of statisticql sampling?

of fh‘e e ot increase in proportion to size of area tested.
7

e Si ;i .
|I election is mOre objective. 5
e

o means of deriving a calculated risk and corresponding precisi
Ty

ides 7 s e
(,)ItProV verifying compliance with specific legal requirements, it is

(6 n case of
Correct/Incorrect

m‘;fhod which involves dividing the population into graups of hm@shuslt:k%

! W*‘ The method which involves dividing the population into groups of items kl-c:hﬁ?
anping shereas block sampling involves the selection of a defined black of consecutive items.

| Alhiverse refers to the entire set of data from which a sample is selected and about which the auditor
Jishes to draw conclusions.

| Ieamrect: Population refers to the entire set of data from which a sample is selected and about which
feauditor wishes to draw conclusions.

hontatistical sampling is an approach to sampling that has the random selection of thesmnplzﬂ::
o fhe use of probability theory to evaluate sample results, including measurement of sampling

Teristics.
;’:;rm. Statistical sampling is an approach to sampling that has the random selection ofOf e
; ccnd the use of probability theory to evaluate sample results, including measurement
Cleristicg.

Mil . 115
QB p Shublygp, Keswani



_:_;;,QM :::B-:
1SV @)
Upny

ALl
ud Jo su0145anb 2} SPIDMO4 UOHUDHD 20Ul 0 JNOADY. U1 2bupyy s
. 4 o.a

a1x@ 244 PUD 4IpND 04 Yo00uddD 2144 MON “[D1240W Buiyyyp S
L Guitgou S0 BuPaY 2U14N0 DAISUDLX2 PULY UL Suoipnn ayy _m__“

D Y4IM 5[04u02 PUP sa|diou!
v buiobuapun 2.0 Bupyoayo o
Wop[as 41 250229 [oN44 P uoy} 240

Sdouu
puD U0i42242Q ‘UOHuUBNSG 30 asodund Atan 2y} J04 3D Jualiabouow ayy fo
ui 2y} 21 pAysIuIWIp A4D26 2ADY SPND PUD SUOI2 2ULINOJ 40 sa}I|qissd
\aBDUD 24 U] S|OEU0 [DUJ24U! [DWAIOL JO IMOADS Ul 411s U} Y

pUD SpNDJJ JO U020
paubisap SO 5[04u0d [DUJ24
24} 'SUOL4DSIUDBIO JO SUIDJD JO {U2

40U S1 U440 Ya1ym ‘buIx22y2 2ul4nod uo sisoydue

“DaA[0AU 450 PUD 34 2} JO MaIA Ul Apssadau
UDJJ [|D %02Y2 04 P2422uIp 2.0 SHoj2

240l 0} SPU| AjqDIDAUI S1| “U0HdadX2 AUD {NOYIM SUOI4ODS
|[D 25nD22q [nJ24SOM A|[D21WOU03 S1 4IpND 04 y2004ddp [DUOIHIPDJ 4DY4 uo14Ds|[D2 buimoub o s1 2l
“Uoi4da0xa ou 51 BULIPD PUD SUOI4DJAPISU0D ]I JO PRLSAAIP S1 AL2120S UDWINY U! 10} 2 SnojasUOEN

——————ronv Uy Hueus

72Jnp2204d +PnY
uoun|%s

wanib ay4 ssn>sid "bun?p
| MOL :ozs,%

200.0d0 24k

I :o.:vé___q

[22-AoW dLW + 22-ADW] "4uaWaLD4s
i [D1U2Nb3SU0-UoU 0 4UaL4 104N D Y41 {04103 pup 2|diourd Jo suorsanb 24+ spP
Esekon] ) 2buoyy anssau604d v BujoBuapun 2up Bupyoayo Jo 4ua4x@ PUP yipno 04 4

SUONSANQ) NS/Sd LAY/SILY/Swexd 1sed

g
x ouoindod 2
A 'Papaalsi azis 2|dwios 26.o) ‘Moj s1 51 Buijdwos 2]qo4d222° 41 :o._t“_v. waiet?
db 2Jam sa. o o
0 22K s2npad0.d 41pno awps 41 Payobad uaaq 2ADY pjnom oY+ uoisn|2uo? s ",sté

ik
32 Hodh p250q U103 s s0ypno 2y1 oyt Ayjiqissod wouy sasio S 2

2215 2|dwps Jabup| saJinbaJ ¥s! OU!

R ‘uoi4ojndod 2joYM ay+
40 Ajuo uoisn|ou0a ansap oy pasn 2.0 s2|dwPS ayt
Yy s“* Hmée% 04 pasn aq [ ayyabos wnsDHS 2 as
b P 2.0 SuoIsN|ou0d ayy ‘bui|dwos _uw_t.rch.m 30

= 39493442 31qiss0q

NV

L,

(2 BRI 5

MOUIS 43032 Uo umDup uoisN|PU0? 24+

A0
E%%; 0

%E@as

TUBMS9y weyqnys v, mo upny

29Ubys |pnb
. mf_.co_wczuam“: 41t buydus Ai2na 4oy os bujdus [poiysiyoys Ul paajoAur st Auoayy Ayijigogoud fo
142[ndod UaA16 b wo. 4 s3]dwos bujsooyo POY42W 214142105 sasn bu|dwps Euﬁ..ﬁw. "..Uo&ou:H

[P2Aj0Au; s 2]duwips bulsooy ui spiq s JoLipnD “buijdws (0314511045 4o 2507 UT G

04 Pasn s1 22uatiad ‘PoY$aW I1f1u212s AuD 4noyyim sa|dwps 2500y2
s 5.8 x_ucama PUP 4u2ubpn(’ s.i041pno ‘Guijdwos [0214514p4s-Uou ayy up ‘P2422as buifjab u_uo
- Su_w cze Ui|dwios Aiaaa oy os buijdws [D14S14D4S Ul paAjoAUl S1 Aloay ) b___aEE.n Joasn

. 10 D Wou} sa|duios buisooya 40 poyyaw a114uaios sasn 61| dws [0314514D4G :492.400UT

“buijdwps
i [D2HSIUDS au4 ubyy 91414ua105 240w 2 o4 pauapisiod s1 bui|dwos [D214s14D4s Uop| g

‘uoi4ojndod snoauabowoy Jo

s ;
H. o.w Ul [ngasn fou si buijdwos paifijoajs 2d0J2J2 | “WN4DULS SD pa2[D2 2D Yaiym suoiyojndod gns u“u«
# Uasoy Ualj} 2o 2]dwg ‘sI14siua4o0.0ya ojiis buiroy uoiyojndod gns ojur papip si uoi4p[ndod
Yl ‘snoauabouajay 2 paijistanip S| uoisojndod 2y} Uaym pasn si buidwos paifipuLG :492.402UT

‘oiyojndod snoauabowoy Joj pasn si budwos paifiypais 7

‘synsaJ
MBuuvaw Ajjooiysiioys apiAoJd o} ybnoua 2bup| 2q snw 2|dwos 2y ‘awps ayy A|4oDxa AjliDssadau
o :msof_c uorsojndod 2joyM ays 04 JDJIIS A[2SO[2 2G SNW I DY SUDAW SIY| “2Al{DiUSJdA
Q4sny 3|dwps 2y ‘buijdwps [DIISILDLS JO [DI14SI{D4S-UOU yonoJddp 2y 2q ADW .aA24DYA 4924402UT

z “u01D4Us2.d2. 3Y} JO 34D2 S2)D4 buljdwos [pIUSIDIS
+sm03aq 3AI4DJuas2.da. 3G Jou paau 2|dwps ‘2[dwos D 492[25 0} pasn S| buijdwos [o214s14D4S UAYM 9

‘st Buijdwios BuisvaJoul 4noLIM paonpad aq o4 2zis 2|dwos Moj|D 2J0J2Jay}
0. yopa UIY4IM SWajl J0 A4I[IGDIIDA 2U4 22Np2 04 S1 UOL{DIIJ14D4S J0 2A402IqO Y| 472.40UT

‘st Bujdws BuiSD20U1 4NOKLIM PRNP2.2q 04 35 ajdums MD I
_5._8,6 Y202 upyym swayl Jo AjiqoiioA 344 25D2J0Ul 0} S! UOI{DILHDLS 30 a2/qo 2u) qm.. H




AS o
NSO 1 3:__2293,
il _
u Kyapapad 0 M o oajou §0 251 SIONL 3510229 Lt Sty
al B2 az _m,__g Loy ya2s 240U 5 budus [021SHD4S: Yooyt auop By o
o pasq ol : |
%,g Koo P L
'a50) Joj)jod

WIDX? JaPUN 240U JojnarIod 0 o 2jqoiapys
004 D 51 4 ‘S4{s2d 240Jn22D Ayasoaud anG joum
5 anbiuyyoa} Buljduis 2l 410gD i 0y

oyl JauBpn! SpprppU 24 J0 24O D 5] LOKD

043 Oy 4042 3os 2404 Aol 4T UoLjDU4S2 J0 552
Aoy 242 duod Bluq dakau Und 4] P40U 3G pinoy

s J26u] yonu D 204 0F A fou

‘ I
0 Yo0[S 24D S[0d3u00 52D U420 U J1‘puny Jaio 24t w /
. Aupssa0au 2y Joup10 s a
00 [ous24ul 24t e

|24 AloJDJs1405 Buigyab Joj 2|

Aoypno 2y payuaaldu Aadod jou
i 24 4nsad 2yt §0 A4igoIf2

1upMsay Weygnys v 40 upay

'U01422a5 40 22UDy2 0 50y Uolypyndod 2u4 Uy J1un buljdwos Y202
40444 Aom o yons y 2|dWos ay} do} sliayl 422(@s (|oYs Jo}pD 2Y( - BUIFSAL J0j SWaIT JOUOIZES
'[ah3| Moj Ajgpydaaan
2|dwos  aull243p (|DYs JopnD 2y |
UUMDdp aq 11t 2]dwos ayy yoruy wouy Uorgojndod alys 4053145124900 244 pup 24npa20ud
1N 214 §0 250dund ayy sapistoa oys Jo}ipno 2y} ‘a|dwos 41pno up Buiubisap Uty - UbiSapZauDS 4
d o
paio]dxa 20 buigsay oy stuayy 40 Uol4o2[as pup azis 2(duis ‘Ubisap 2|dwos o buripja. sjirelalinbal 24|

U 04 1 bu|duios 20pad 0 Juaiolfns a

- 715 7 2

“Uotyojndod 22 3y} 4nogo
SuolsNn[auod MDUp 04 Y1y Uo 15D 2|qouosDad D y4iM Jo4lpno ay} apiAoud of U01423[@s 0 22Lioyd D 2ADY
s}1un 6u/duuos |[0.4oi4k yons 2aukalad 4ipno 4o Uotyojndod o Uiy siay) §0.¢007 LDk 552 04 Saunpasodd

D2 3duns o[ YN  ‘Uooualiajdu pup UBisap S Ul Aioganjstjos St 044 i g__v_g;:ﬁ_v 41pno o uoiyai|ddo ay - s1 buyidug 4ipny ay al} Jo builoaluayy ', bujdwog Jipay, Uo 0gg /S Jed sy
(s20upj0g pup su01420su ;
_ o pasog 2" oz oS
. s[oiap 4052} Joj s a[duns 2y} UBisap ay} UDd 2y ‘PaNLIP loisnjouo2 24+ 516U [12-420 dLW+ Z2-AoN dL]
 bugniado Jau piosjodjuod s a yoayD 1M JOHPDY ‘S[044U0) Jo4sal 40 od 0SOP 'Bu1{sa4. JoJ siay] Jo oL4a[as pub azis 2|dws ‘ubisap a[dwos '6u|dwos 4ipno o} buliorad
A i s SWalkadnbau a1y 2404 ‘6uipnD o popuUD4S Juohajad 3 Jad s buduog 4ipny. 4o Buuoal ayy uioydx3
: P s 2 sy
spaoaad ay Jo AigPy2- 24 ool B usand
0405210 244 U Syraio pup 504402 [Dsa4ul 24 U0 29012 nd 22! n:m_. o #
K paap g oo s o a4} [0 Buypayp Aq aijioa ah2p Ot post 3._ . m___a%} SRR
055030yt a0 1 v syvay Ao Jojpno 2y MBI bujds? PDu gy uiyn suay) ayp 40 [0 o240 0 BUADY Jreh oo Joj ssaudxa puo suosnju0)
._, _ e%i 0L 0 uoyypnn -y sajqpua s A gpidaaan pup 150G U 9P} anbpa) Ao Ao Uy
o w.,sza_aag:oaﬁ_atgﬁ oo aigay g ke Y 51509 wop! 16%_% %02 402,51 04 odn paed 29 02 h._;a_U_Es_azssaﬁs._%ﬁobsfsﬁ_smﬁ_m
14419 duns ay oy i b2 s _a_E
g_;ﬂeﬁm_ﬁﬁfg D1 47 '552204d GulIpn0 &fm,: oo %“__3: —
i YPHEPUN Aq uoijanjsiyos pood anap U2 %m% n§ oy pup pamofoy Agpi 240 YoM sonbiy7ay o SpUTpUDis 4dopo s 24 (buduos
0 ; E K .
12 40 Joodod P4 %Nf _a_s“ g?._v_gﬁ 1 o 55 4y Uo Lo e 0 9P 4 i ..“:B_U : ﬁ.”ae“_“
Jak ‘SalH ! 0 ; ; | ul :
?,sﬁf.ség_ 4 o s ?c » i " DU pios aq un 41400y S14} 40 wo1DJapistod U0 oo [ouoissjod palJoy .
O Sioyom 420451405 Aunssanau auy} ah42P O o o o 1 ool 300504 pUp pod aSi2 0L
U o 1 s sy S %_aﬂ o _v.é s o sppos lopop 4 410 PP
I " ¥ A B o ; 25 07 0
gﬂwwamh_xs__u 4uasad papuny Bupyoyapun A9 __g\m ”% E__:e_& _,a% (] 1oyt Aq punog
RS o 3pt 10100 09 04124 I ZBUAP24
e ﬁsk & S{ialiajoys piouou ay UouowidoS!y 55240x2 0} 1 40P oy 4 000 B
Wi : nic u osp §1 41 2P ;
. @;&_sa a: x_%m_“,_:‘_“ gh: 4dopo snw Joygpno ayh 044 ra&__%““% _u.__;% __iassﬁ__sssu u
By o 0L 524 10 o pndod % 24 %t_%_& _“a_% / g“::_ 110y 210p 20} S YOH 04152 _HE
105 sy 2y} anuap o} buduos ° baﬁ u s ¢ xga s P03 10 Juawbpnf Jo Japou? o) V24
0 2is gy p oo T s :
045 SIL1 “Uoyyaysiyos 24n]0s90 N 't : fgronpoS
B%ggs_v_u onuido sS4 ur r.__g._ 0bass! .&Eﬁ»ﬁ__:o : i
] IDLIapUN Aq uan3 uoMIc® - Wagou Jo daauo ayy Buipsodassip > |1
pUn Aq uahg VE%.__‘ " } 4 Oulp S_Ee_sc%?gs%_

uapia ayh 52

WPy o Buyoap auynod A9 Buyoay




1 NS Ty
[12-40N dLf] sanbuuas Buidwos pa4yb1amM-2n[DA PUD UOLLDIILILDUYS o asn U4 U0 doypy
244 2ping ay01idouddo s1 anbuyday U0HII[S Pa4ybram-an[DA U0 UOILDIII4DULS foyy 3UlUtasap E

JoyIpiD 244 ‘UMDJp 2q |14 2]dWIDS A4 LIYM WO} uol4ojndod @Yy JO SI14S142490uDYD 2y} Butaapisuoy I
; £ Wojsany

2}2/dW09 1 UMDP 1 2|dWIDS }IPND A} YOIYM WO} uoi4ojndod 2y 4oy} 22U2PIAR UIDLGO 04 S2UNpadoJd
11pD SuI0jad doyipnd 2y 4 ‘Burjdwos 41pnd buiogtad uaym ‘00gG V'S 40 +uauiadinbad ayy Bul([ynyug

“6uj|dwos JoJ 2sn o} uo1yojndod 4OYM PUD JUBW4DLSSIW O UOILDIADP D S24N414SU0I JUM

BUIUL3P Ul JOIPND 34 4SISSD |[IM 20U3PIA LIPND 4DY4 04 bUILD|2U SD14S14249D.IDY J2L{40 U0 SUOHIPUOI
4Ua34D4S5l J0 UOIDIA3P 2|q1550d PUD 44BN0S 20UBPIAG 4IPND 244 JO 2NLDU Y4 4O UOHDIAPISIE) ¢

2s0dund 4Dy} 242100 4524 04 A[aX!| S! 40U+ saunpax0id

L
+PAD 30 U0L{DUIGIL0 244 pUD PaA21yD 2q 04 asodund 214192dS ay4 SapN|oUl UOI{DJAPISUO? 5 JoypnD 24}
2[dwWDS $1pno b ubisap w2l

. uol49S

5 2y} a0 %_i

S.ANNEZVSEMM Mm_o UD Buiubisap a[1ym Japisuod |[Dys J04+PnD 2y 40U+ Sua4 40U ;o 0
B

ik

apoP "’

2 “UOI4DN4IS D Yans Ul a|dwios um%%hhemi_%_;

G e.“_:m_ (20414 poayp Passn2sip) buijdwig wopupyy ‘wo.Boud 41pnD 244 U! P 2 _a_ g0l oo

e S UL 350 o “aqunu uy 0QQgy upys 20w 240 A02A +H :..a_&.sxm e

TR T sasoloung 2y Burkpian )iyt S0HP™ UV ;

a5 p

D2 u_n_:_um

- RAIG03 2d0u p y g .
d ou 51

; 140indod 210um 2 pnipA2 29 U
815 51,1 220 4 4% 244 o payoafoud pu pa4on|

105 [3Us1101s 40 2505 Uy oyipnp 244 40 P19 [puos
o] > 52|
S43no4 ysp, . J14u0?
S 0 diad pup S3010AUI 40 6ujyonoa ‘Busyoayd [|04APd uonou 24
10’5455

20U0)|dwoy 04
4515103 po .ﬁ_”:po“mcs_g:_ vdo._tom:ok. 40 2502 3y} Ul 20U pUD Swall Lc_._E._mcM _cu_n_
B0 o ﬁ.ro_«o_aaono aJaym :oz.ou__nm_u 2pIMm x_nocomcu.h soy mz__mE

wn ®
_,Em

P

S |
2 dup Jok:
'S20UDysWN2u1> Burhdon Ul 275 ! oft Ut
} ! w @Emv ! tﬁ:
#PWaliou 4o a5 sanjonu 41 25ND229 5%+
& 2UOP bu!

~ Pebpnfaud you aup pajoa[es 52
1045 ‘S0 oDsup.y 26ny YHM

W
n_g._»m
#D

(s, 'SualonoA Do Apyad pup s2210AU §0 BUIYaNOA
N _mc.:wﬁ

D

0]
1UBMSI3] Weyqnyg v g¢) ipny

; S914514219040Y2 ¥{S1d bul|diwps
W SHnsaJ 2(dwios a4onjora oy Adoayyy A41jigogoud 4o asn Y4 pup syiun (dwpos
: OPUD 3yy spy foy4 bujdws oy Yopouddo up s bujdwps [P3!4514D4S :BUI[dUIDS [D31FSTIDIG

40 LUaWaunspay, buipnjou;

[z2-4dy d1w] uonnjos

'2/dwWXa y4im buojp Yo0ouddo buijdwos yons

40 s2n402 buIAIb upjdx3 ¢A
oot 8 s # PUIAIb uIpjdx3 ¢Aupdwios o yans uf papuawosz.

S2|bs pup aspyound abny yim Aupdwioy 26upq b 51 P47 08y

40 [$2,d25] “24p1udoddp
; 04 uipjdxa oy pauinbau
24D NoA “buljdwos paiysijoys 30 2JDMD Jou s 2y sp abpajmouy B 2oualiadxa [puos.ad sjy uodn pasoq

sa|dwos 422|2s 04 spuom ‘O "I ‘suagquiaL Woay 344 402uQ ‘bul(dwos pa14siins asn oy SdaqWaly Woay Jnok
P2492u1p NOA ‘SU0142DSUDY. JDj1IS 402215 26Ny 2y 0 buiy007 ‘p4] dN 40 Jo4IpnD Alojnyvys ayy 2up nog
G uoysand

PUD 91}1{U3I9s 20Ul S| poyyaw bui|dwos [P24S14D4s Jo 35N ayp Aym B “upy

26| SD 40U 2D S2DJSIWW [03143[2 Pub Buissaoosd so Yons 50443 bui|dwips-uou 2ouss ‘oyop
%4 ][0 40 uo14ouIWDX2 242/dw0d D UDY DDP 40 SO 36.D| D $0 Uoidiidsap J2443q 0 apiroud Aow 4T (A
'$24np220.d }1pnD aWiDs 2y} buisn ‘(as.aAiun) dnoJd ayy
spaooau ayy o buuipxa 40 N21| U 2/dwiDs D o 25N a4 04 2NP 4{nNS2J Ul 3JUaI2 P 2|qpqo.d 2yy
1 (ouua buijdwos) uoisioa.d Buipuodsadiod pub ,sid pa4ojna|pd, b BulAlap Jo} Supali D SapiAodd 4T (A1
“U0is1224d pup ystu
P4192ds 0 yJ1m pagoioossp 2215 2|dDs WNWUIL 2y} BufDLISS Jo SUDAW D Sapin0Jd poyyal auy (i
"2/qISU24ap 20l AGaJay pup 2A1192(q0 2J0W S| U01423[as 2|dwos ay| (it
‘pajsa} (2sJ2A1uN) D2uJD 2y}
fas 244 uj 250301 a4y 0f UoiJodoud ur 2502420l oul $20p (221 2|dwos) Buiysa} Jo Junown ayy (1
:SM0][04 SD pRZIDWWNS 29 Aow bui|dwiDs [0214514D4S 40 S26D4UDAPD Y|
"buifipny Ul buj[dWDg [D214S14D4S JO S0DIUDADY

“Bunyoayo [[0JAod ‘uolyDwIud $2|GOAI222
2y} Ul 2Jow pup SWayl JojIS 40 Jaquinu

J) JO 2SD9 :
20uD)|dui0> BulAjoAu) SUOLIDSUDAH: 3 y Bujduos [DSUDIS

1040 S4515U05 paysay aq oy uoiojndod D 2424t woy421]ddp 3pit A[qouosval so

520UDJSWN212 BulAIDA Ul 2215 a/dwos

W A wpnf umo
: DU 025N S2AJ0AU! 1 251D22q u2UopN: U
244 Butuiusayap uy Ayljiqpgoad 40 SHD| (2140240 } g |

Y0 12145 pasnq burysos uo D1fiaIS 240U ST P




‘uoi4ojndod 2y} J0 2A1LDJU2S2Uday 10U 51 Loy
* TRRNAD yo

\URU{DISSIW YINS 4D} AJUID4I2D 4O 22462p Y61y D UIDLGO ||DYS JO4IPND Y4 ‘A|DWoup up 29 04 3/dupg py,
242A051P UOI4DIARP J0 U3LIDISSI D S.J2PISUD I04IPND 244 UaYM S20UDLSWNIID 2D Ajaliayxs ay, ,_H.

“H1PNno ay} Jo
SD2JD J2Y}0 U0 puD 2.np2204d 41pno 2y} J0 2sodund 2y uo 422442 2|qissod Jiay} 240N|DA2 pup 'Paljuapi
S{UAWRDISSIW JO SUOIDIARP AUD JO S25NDI PUD 24N4DU Y4 24D61452AUI |[DYS JO4IPND Y4 “2d0f22Y ] ‘proyy
40 Aypiqissod 2y} 24021pui ADW puD ‘[DUOIU24UI 2 ADW S4UIWDLD4SSIW JO SUOILDIAP YINS ‘UOLIPPD U]

‘SWa}l 250y} 04 Saunp2204d LIpND pu2}x2 pub 24N 102 UOWLO)

/ ns U
3y ssassod 4oy} uoyojndod 2y} us swayl (|p AJ14uap) 04 apIdap ADW JO4IPND U4 ‘S2DUD4SWINIL NS ]

“aWl4 40 ﬁo_._um &0
4 aAJasqo

2__‘§io.a “U014D0] ‘U0L4ODSUDLY 40 2dA4 ‘2|dwDxX3 U0 ‘2Jn{D24 UOWWOD D 2ADY Aupw 404 o5 Jadsy

| =OHPI0 24} PAIIPI S|iral1a404551W PUD Suo14DIAGp 24 BuisAjpup Ui *,6urjdwos HPNY. 0

LR -
. ‘sa|dwps pa492[2s U! Ajanipo2ds2d ol

o 524021PU. >
4524 PUD S[0.4102 40 5152, Buiiogad ajuym S1U2W24D4SSIWU PUD SUOILDIAGP 4O 22UDAIZZGP 4
- SNIPAIPUS 40 U0l 305Dy 5305 2144 04 Buiuipsiad 2|dwps pa4oafes Ul WoYdNis 2
. ARSI 53105 40 422d53. Uy dus b uo syipyap 4o 54524 Buiuofad 1M

o

(Geuop 1 41 ) ¢ésiinsad 2 0 S4UaW24D

Do ’ |dwps 2y} U paAJ2sq

ng m:_L—.;u
.de:c 2dniou oy 2sAjoup oy p2220.d 2y pINoYs moH ‘s[iD+2P 40 51524

5 : ) o14PP
Jos4 !?____z_”oﬁ* 2% P24p124 21duos ayy uy payyuap) auom syuaia0IsSIY z.ﬂ&wa
“PP2013U0 40 anpoud p 4o S2N|DA [[DWS 40 SU014oDSUDLY S2|DS 0% 72 Ay
; :t?»wu_am_ms_s ul m:o_tu_>ub pansasqo 2y W@L:U&UOL& 2524+ mEL:Q 2 o

Ste 1< hm*mwrv__a S[0d3u03 4o Sisay mc_E._otu Pl owibig 40 40 41PN 2Y
Lass, Ul 1 'pajiul

14

t&

‘54U 2N
25 P2+ ‘
W
ddo

now?

M Uy / 2
; .,“h A=5_0>0 bg‘:omﬁvu_um S \&N_m N_QEOW 244 uol4? |
A i "

mEma

U01492(as Wopupd buisn SW2+ b s
PHOURLSAS 214 vy uoi4ounfuod U! p2sn

D5 pyp - 5
S ..:o\_g_om.*o_ouzoxu 4240246 D 2APY A do 51

SL 4D Buy|dwios 2y Buiursap 04 e_uuo.a

g uo! O

A 4

MUEMSDY weyqnyg vy €0 1pny

(|D1d240WW) pay
.Mf&c ; uw 2PIsu0d aq Aoy Y21Ym Jo ‘pasn 29 |[!M 20up1A2 4ipnp buruaypb
P 19) %01 Buouay 244 Wou Ajayvundas anjps m.o % .

2dwos s144 4o synsau 244 5240n(0A2 uoyipnp QYL ‘sWay) asays 4o 7|

Y| "22UD[DG 4un
YL IP9 $uno3sp up 4o NIPA 244 40 %06 dn oW Aow uoy4pjndod o sWayl ayy Jo

#0 SUD2W U240 Jo 2/dips
06 244 Uo uoisn(ouos b sayspay pup
duws o auwpxa oy 2p122p Aow do4ipnp

%02 2[duxg

‘suo

149D5UDJ} 10 55D|5 pup $29
10492442 2|qissod ayy uapisuos oy Jay}a S i

boy Pauiquios aq (1M wnypuys Y902 40 sjualaioyssiwy p2422fo.y

.«:uEu«Emm._E [b1d24ow fo %SId Jo Uo14piAap 2|qissod 404 49242 04 Wnypuys 3y} |[p jo

| 0} Sp2au Jo4Ipnp 2y ‘Uolyo[ndod [joa2n0 244 Uo uojuido up moup o JapJo ug

joadsad oy oy p Wn4ouys

2492(04d 2.p uoj4njndod gns 4002 Japun uMpp s41un ayy wous sajduios 0 s4nsad ay |

. 'D{DJ4S SD 04 pauuaau
OUoiioindod gns 950y} Japun spun pub Wnpd4s so pa|(oa si uoiojndod gng Y903 ‘UOI4DI114DULG
 p3j[oo S! 5214514240040Yd buIA414uaps 2A0Y yoiym uoisojndod gns 2424051p ojuy uolyojndod o Bujpiaiq

"2bD Aq pa1414D.4s 2q ADW 520UD|D] ‘2|qDAI2924 S4UN0IID
o
* 01400 DA 244 Ul S4UN029D [N}4qNop J04 20UDMO|(D aY4 bul4Sa} uaym ‘2|dwpxa JoJ ‘Jualua4Dissill Jo ss)d
Ay S2402Ipuj DY} 9145124004DYD JD[NI14Dd D 04 BUIPI0IID Palj14DI4S 2G Abw uoj4ojndod o ‘Alupjiis

& “U2W24D}SU2A0 JO SWID Ul JUaLI24D4SSIW [DIU240d
:sem 244 UID4u0d Abw swayl asayy so ‘sWayl anjoA Jabuof a4 04 pajoaulp 2q 04 40752 4IpND J2402.6
Py AN|DA Aubgauows Aq pajisndss o S| uonpjndod 2l S[ID43p 30 54524 Buiouad UaUM

| 4n0L41M PaNPaJ 3q 04 2215 2|duIDS Moj[D

*yis1J Bu(dwps buisDadoU
st bul| 2. 04 1 UODLJ1IDAAS J0 aA4701G0 AL

"
)
P W o5 202 Uity im Swa4 40 A4IqDIDA 244 20

Aj14uap) up 2A0Y YI4M suoi4ojndod-gns 24242s1p

W : 0 buy
. e .o>o.ae_ 2q Aow Aoua[}4$2 41PNy UOHD! TI0IES

Y6y
PP Aq Uorioindod b 521414045 Jo4IpND 244 31 P

: |pnD a1} 04 2UDPING.
{ao Pl 6ujduns pojy6iam - an]on pUD UOUDHD S 52 umawﬂh__”o..__”“.wof use._a% Aout =

Qe 2 ; -an|DA 40 U014D213! i s
f? s 2401udouddp s) anbjuyas U0/492[25 pas\{bia-2nieh bujJap|suo?

dod ay4 40 5914514420402 244 ,

__e___._aa ) b




e \V)

| (anjoh AinyauoU URH0) Szm_._w 4I0.1DU3 IS 2ADY Lorym sy g__%_“ |
Jo dhosb 0 1 1M 0 202 suoyojndod-qns ojur ooindod 0 BUIPIAIP 0 s220.d 2y - RIS
[12-AoW dL¥] UOHDIARP 40 240u ajqusgy
4U2W2D{SSIU 2|q0aajo ()
UouDI D ()
G| duDg 1Py 0} 20U24242. Y411 SWi24. BuiMol|o} 2y upjd
€] Uolisany

[ ul pa.4anod Apvad|y] :bultipny ul Bui[dwDS [DIIFSHD4S 30 SaDDJUDAPY

w0422 12080
“U01422|3S EEE%T_ (t)
Buijdwos HUN Jupyauop (6
. s oouishs (@
@S Wopuoy (1
isto|
_=o:m X «G
woln®s

"U0142|2
"U01422

4 :,
9.0 spoau it a1 ‘spoygaw ujduos au, Guisn 2.05aq aBpaot 2 UK

do
onpo o A2 G

{12-A { R
s20u0 N UW] uipno ut iy Aq pasn 2q oy buijdwiog 244 40 S spouaui 4

b ASUNJ 100K U pasn aq o, Buyding Jo (Ajuo spousaul 0 2WPY)
290 S 25iapy “Aunduoy D 4041PD Joj pasn aq o3 poyyauw budwog 40 Pt 24+

i

pads?
-a6upd 40
1qo![24

*20U2pJu0?

"Sp022J puD 500 $° A4l

ys Jout

Yo

X3 3y, __g___,._.g_v_sv noys 404+

2 g

Jo} pauapisuo 29 P

.

BT 1D+
M Buidwos Jo jan2| uanib 0

N Sh

Nﬁnm.sfss 2

3
ah] 4 Jo M3IA poouq p uID4qo o4 uoiyojndod ay} Jo} SJuaWa}DissI 192l0ud o} padinbad i Jo4ipno Y|

IUeAMSIY Weqnys v g¢) yipny.

2AD

uf:‘wmmﬁ_w M_Mﬂm_wﬂuf 1 S5 29 1 Aou2uaB kD 2y wauy sazs afduns ayy 4o 34obaushi

socpac SR me&_ M;c uM up2 uoypjndod v uaypm ‘uoysojndod ayy AJ14dis o4 nyasn aq Aow 4

s i Sf. SS% : 215 Abyauoul ayy uy (A41jiqoron) 26unu 2PIM D's1 2.2y} Uaym sp 25D2492p [jim
l4douddo s) uoyypjndod 244 J0 UoHDO DS UYMW TUoTFOINdod Jo :o.;cu.c._,s.cwa

"aq 04

spaau 2ZIs 2|dwos 2y Jz6 ‘
P H+12040] 3y “oyyoindod ayy uy 12112404551 40 Junowd [on42p 24 4o a1ypa1pu 404

uj 240 2dwos auy Jo s
| "4+ 40 siinsau ayy toyy sauinbay 04PN 3y} 4oyy 20UDUNSSD Jo (2N 2Y} 240246 ‘20Uz

‘2215 2|dWDs 2y asp
1S9 H+ 2SD2oU (1M uorsondod ayy uy H2Ui2404ssiu [on400 Aq papaadxa jou s Juawiasoyssiy

2|qDJ2]04 LD .
|9043]04 40y} 23UDNSSD S0 [aKa) pauisap SO4IPND 2Yy. ul 35D2U2UI Uy TBIUDIRSSY 40 [2A3T padisaq (1)

S1IP}2Q §0 153 J0} 3715 3[qWS bupwaNIu SJ012D1 30 S3]dwDXg
uoinjog

[12-22q] ‘uoi4njjod ayy Jo U0L4DI1}14DU4S (1) 20UDUNSSD J0 [2A3) padisap ay| (1)
- 5]ID42Q 40 452 2y} Joj azis 2|dwios ayy bu IWJ243p UayM Japisuod

U LoD 2144 4ol 5104904 Buimoljof 2 Apaliq upjdxa,Bujdwos 4ipny, oG v o} 20uasagal ym
01 uoysandy
"2|0yM 0 5D Uol4ondod 3y} Joj 240 U014DIARP p242aloud 3y os|D i 24Du

)
s_s.;% 2]dwos 2| aouls Aupssadau s sUoloIAp Jo uoisIalod 191[dxa ou ‘S|0.4u0d J0 1534 Jo) SD2JAYM
#0dod 2 o) 21dwos ayy ur punoy suaLia;DiSSIU 19210ud [[0yS JopND 2y ‘SIDIIP 40 SiS3k oy

3 'SJUaWa,D1SSIW SNo|DWOUD-UoU 3y} Jo uoi}2aloud ayL o4 UOIIPPD Ul paJapistod aq 04 spaau
m.§Btu.:8§ 41 ‘Jualia 0ySsiw yons Aup Jo 492442 3y} ‘JanamoH ‘uoiyojndod 2y} 0} S}UALIALDLSSIW
Hloug Uaym papnjoxa aq Abw 41 ‘Ajplioud uD SD paysquisa Uaaq sy jualiajpissiti D LR
q 04 JUNOWD U 2UILL22P OF JUAIDIHNS 2 40U Ao uoi42al0.d S 4nq JRLTRDISSIE 30

uoiynjos

[02-AoW 413 uijdx3




: " . “ " LQ
Che6b Sampling. t - A monetary amount set by the auditor in respect o Whi ";fn W
ii) Tolerable misstatemen lvel of assurance that the monefary amount set by 4 h e iy
I ; iate leve : iy 6,

s t in the population. oy

exceeded by the actual misstatemen \

f deviation from prescribed internal confryj

! ' To emb (4 afe ()t dev.ﬁl.oll -A lﬂ'e 0 :

il | I I lati dlf r seeks 00 lﬂi“ an OPP Op 1a leve' Of as UI‘QS
. . i 1 b o

by ‘he ﬂudllor n r‘especl 01 wh C'l ”le quarto (2 eq|

Y
;. . ;‘
rate of deviation set bY the GUdlfOI' 1S

| rate of deviation i

not exceeded by the aciielic 1on in the PoPulaﬁonz
Question 14 ;
St : : .

is method is considered appropriafe provi Erers T
T.h‘f me .0 ! || within a reasonable range i.e. it IS suitable for a homogeneous Populatiop e h
similar units and fall withi % 3
similar range. Explain about that method. [RTP Nov-

d the population to be sampled consists o Peq

Simple Random Sampling: Under this method each unit of the whole population e.g. purchase ¢, St
Simple Random Sampling.
invoice has an equal chance of being selected. . e :
/ Tt is considered that random number tables are simple and easy to use and also provide 0SSlrgy,
that the auditors’ bias does not affect the selection. . :
v Each item in a population is selected by use of random number table either with a help of COMpUter

eis o i a Ntﬁ gm), Today random numbers are
@ Im;tm lsr!gi/ ﬁﬁjﬁt%ﬁ@o Egn ndom number generator,
This method is considered appropriate provided the population to be sampled consists of reasonably

similar units and fall within a reasonable range i.e. it is suitable for a homogeneous population havingq
similar range.

Question 15

During the audit of a company, CA Z is using a software to select samples pertaining to sales records of

the company. While performing this process, a window opens in software prompting the user to enter
certain information. CA Z is in the process of entering information in this regard as given under: -
tlecﬁon Interval P

Number of records to select 100 —_ «1

. \,7" —
Barhng record number to select 1 |
LEnding record number to select 1000 R - ‘

File name | Sales

—_ - AREAS Bl

Going through the above fields, which method of sampling is likely being used in the software? Discuss.
Which foremost consideration should be kept in mind by auditor for selecting samples in such a manner?

Audit QB CA Shubham Keswani

ﬂmpling o of CA 74 suggesfed him () selec? the firsf Z(m 5o
al

Roin 2 les o
40711y, P! ich method of sampling is being Moices frop
cld' di'“’""”Ym th. Which 9 SUggested by Faerof op o 3
Aty d03
the
of
iof
e
5:1” o
L Py
e
0% ect on M! ‘
it '510 gves samp Y
it? s i o &
s ‘.nfe,-val _ sampling units in population/Sample size j ¢ 1000/109 R
Jin
L
=10
g ""'erwj 2100
::cords 5eIeC;f:Pi;k every 10th record from 1 101000 records,
re Wo!
sof W : »
 this method, the auditor would "ee‘.j f°_de'f8f‘mme that sampling units ithin the population
o ctured in such a way that the sampling inferval corresponds ith a particular pattern in the
stru e
ger!
populdﬁ"”'

tner of CAZ suggested him to select the first 200 sales invoices from the sales baok for
g He i suggesting him block sampling for sales, this method involves selection of ablock(s)
< from within the population.

Furt
ihel ost monTh.
i contiguous e

et - + normally examine all the information available to them as it would be impracticable o
Auditors canno

ing audit sampling will produce valid conclusions. Samples should be selected in such amanner

d05°.°"‘lj ' sentative of the population from which the sample is being selected. Which sample
:Te’c:o:mr:tphrjd is used in the following two cases? Identify and explain them briefly.

i) Auditor divided the trade receivables in three groups: balances abow? % 20 lakhs, balances beTween

210 lakhs to 2 20 lakhs and balances below 2 10 lakhs. He selected different percentages of items

i) ;T;\TZ:C:SZZO::é sample of 50 consecutive cheques fo test whether the cheques are signed by

i . [Sep24
authorized signatories, rather than picking 50 single cheques throughout the year [Sep24]

Solution

Sanple Selections Methods:

' : d in a few separate
0 tratified Sar ling method involves dividing the whole population to be tested i

o
#1Bs caleg strata and taking a sample from each of them.

A. 17
| uditop CA Shypp,

am Keswani



Ky

. | 5
~+o nopulation and proportionate of jte Wilh,
L MS apg o, I
: HE L ion has to be divided is detep:
R \ich the whole populafion i
of groups into whic .
jen case, Auditor divided
lances between 2 10 lakhs '
percentages of ifems £rom each group will

the trade receivables in three groups i.e. balances aboy
40 20 lakhs and balances below 2 10 lakhs and p, SEI:
be considered as Stratified s“’“Pling

lock Sampling: This method involv
lation.

,Umoliy, a range of continuous transacti

agroup af one time will not give a reaso ;
ipsup of transactions and unusual transactions may not be covered in the group taken all at once,

« In the given case, the auditor uses the sample of 50 consecutive cheques fo test whethep 4,
Eﬁequés are signed by authorized signatories, rather than picking 50 single cheques throughout h,
year is Block Selection Method.

on shall have similar characteristics, therefore, selecﬁo,] of
nable basis for opinion on the overall population as diffEFem

e
G E ﬁ " titon | Divine. holesale medicine supplier. While auditing
; @ii I 'Eﬁxméﬁfﬂtﬁﬁﬁmé.ﬁ dvise CA B, what kind of

precautions should be taken by him in this regard. [July-21 + SM]

Solution

The following Precautions should to be taken by CA B while applying test check techniques:
¥ Thorough study of accounting system should be done before adopting sampling
¥ Proper study of internal control systems.

¥ Areas which are not suitable for sampling should be carefully considered. eg: compliance with

statutory provisions, transactions of unusual nature etc.

¥ Proper planning for Sampling methods to be used and explaining the staff,

¥ Transactions and balances have to be properly classified (stratified)

v Sample size should be appropriately determined.

¥ Sample should be chosen in unbiased way,

¥ Errors located in the sample should be analyzed properly.

Question 18
Explain the sampling method which involves selection of a block(s) of contiguous items from within the
population. Also give example. [RTP May-20]

Audit QB CA Shubham Keswani

1
f
|

es selection of a block(s) of configuous items from Within o

g g difariiib o =
' % : ck Belection 2 orn:::a:;: b e OUd'f"“mPhng e
s B'oh that ifems ¢ sedle € expected to haye simy,
C

plin® T
i method involves selection of q block

Ulation, Af¢p,
S5 items, it
¢ when the auditor infends to drqy Valid inferen

acteristics from items elsewhere in the pop
char e audit procedure to exatmine a block of
0

nﬁzn technigy o

+he first 200 sales invoices from the sales day book

y ake ny four blocks of 50 sales invoices, Therefore, once the fi

gro” wely 1@ + of the block follows items to the complefion,
res

e -

ion 19 + of S Ltd. you want fo apply sampling techniques, What are +h

. g audi e
e plan™ ; g

ep in miﬂd? [SM] Al

sh"“l c Ferig J 2
+ sampling”, sampling risk is the risk that the auditor's conclusion based on

5p530 AU ion if the entire populati ; .
r om the conclusion if the enfire population were subjected to the same.

An\jYpebz gifferent T

pocedTe: ead fo two Types of erroneous conclusions: o
sampling pisk can test of controls, that controls are more effective than they actually are, or in the
j Inthe A ¢ details, that a material misstafement does not exist when in fact if does. The
sy f] TeS"f - il conc;ar'ned with this type of erroneous conclusion because it affects audit
s ore likely to lead to an inappropriafe audit opinion.
£ controls, that controls are less effective than they actually are, orin the
hat a material misstatement exists when in fact it does not. This fype of
uld usually lead to additional work fo establish

qudito '
effectiveness and is m

fi) In the case of a test o

case of a fest of details, T ol :
erroneous conclusion affects audit efficiency as it wo

that initial conclusions were incorrect.

“Make sure you SAMPLE,

Good Questions for Next Revision
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‘that finished goods inventory Wos overvalued

should, proceed and communicate i

{

A . il

B o ‘ 1 2N
O oletion o audit of a company. On going through your working Papers,jt i Mw

You are nearing completion of ¢ by R, 2 crore. It has also been noticed g, M

Mﬁcm

Sht o
; o s, :of
n above situation before signing audit report. (SM) o

i os hiahliahted in above situation are examples ghiissiaienenys dentiied duringihe
. — . .

,.:..n. ___ﬁ_%“. ew m;maaoz of finished goods by Rs. 2 crore and s:”oﬁ_v. charging freight .& Rs, 1

0<.M_. : En”“”ai 1o statement of profit and loss instead of capitalizing are examples of misstqt,,

paid on ma

QUdip.
Ologg
aﬁau.

The auditor should communicate above identified misstatements o those charged with governang, and
request for correction of these misstatements. In case, these are not corrected, understqnq the
reasons for not making the corrections and reassess maferiality.

It should also be considered whether uncorrected statements are material individually or in aggregat,

Effect of uncorrected misstatements on the opinion in auditor's report should be communicated to those
charged with governance.

3.. D an auditor, while auditing ACE Ltd., identified certain misstatements in relation to particular class
of transactions and account balances, He had communicated same to those charged with governance and

also taken written representation for the same, State the audit documentation required by the auditor
regarding misstatements identified during the audit. (May'24 + SM)

Solution

The audit documentation shall include: -
a,
b.

C.

The amount below which misstatements would be regarded as clearly trivial;
All misstatements accumulated during the audit and whether
The auditor's conclusion as to whether uncorrected misstat
aggregate, and the basis for that conclusion,

otess

they have been corrected; and

ements are materiq|, individually or in

en

Question 3
Up and High Private Limited has started its export business durin
catering to domestic market only in past years. CA H, statutory
that the company has understated its revenue by 250,00 lacs in t
requirements of AS 9 relating to revenue recognition,

diat

g the year 2023-24, The company wa
auditor of the company,

he year 2023-24 by not

5
is of the view
complying with

e

i) Discuss responsibilities of statutory auditor to communicate with mana
in accordance with SA 450, Also explain the usefulness of such commu

b
4

=

gement in the above sityation
nication,

Audit QB CA Shubham Keswani

+ refuses to correct misstatement
od? [MTP-1 May24]

; rocé ’
m_ Hg__a ek
71 on is an example of misstatement relating to 8:83!.25«
.s_&_n%n m:@ audit. In accordance with requirements of 54 450, the audis s
he a fied during’ +atements accumulated during the audit wit cate

h the ap
law or regulation. The auditor shal| request

e | ©
M.Y. geme

i,
HQT_U_
==_«mm vaaam.
jssta?® .
i on of misstatements to the appropriate leve| of management s
c . 2 ; s impo
ﬂa& commun! o evaluate whether the items are misstatements, infopm the auditorif
Q_sc_& a%am.mwaam necessary. The correction by management of gl awﬂagsa.ws_.._s___&\

b take action +he auditor, enables management to maintain accurate accounting books and recorde
aga a%a&& E\axm of material misstatement of future financial statemens becayse of the prd
¢ r ; g 2
ond reduces }MQ.E_ uncorrected misstatements related to prior periods,

f imma :

offect . i

t refuses fo correct some or all of the misstatements communicated by the auditor, the
1f managemen in an understanding of management’s reasons for not making the corrections and shall
_ . . ¥
qudifor shall ovadf ding into account when evaluating whether the financial statements as a whole are
t understan
take tho it ent.
(roe from material misstatem
MCQs
ing i rding communication of misstatements identified during

Which of the following is false regarding

of an audit?

ditor should request those charged with governance for correction of identified
0 The auditor

issfatements. ; ; i ect of
ﬂ_mm a3 » should obtain written representation acknowledging management belief that eff
b, The audifo

i is material.
uncorrected misstatements Is ma . ey
¢ The auditor should obtain written representation acknowledging management belief f

uncorrected misstatements is immaterial.

' to prior periods on
d. The auditor should communicate effect of uncorrected misstafements M_Hmmahna_ mﬂaoaga

the relevant classes of transactions, account balances or disclosures, an

as a whole,
Ans, (b)
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4 substantially. Which of the following

WFRBA | SR ‘

_ w._& a nk,.?. a company's internal control due fo its IT environmeny,

of large volumes of data

Whic] , .:x following is not an example of “General IT controls”?
~ (a) Confrols pertaining fo Disaster recovery plan

ontrols pertaining fo batch preparation

(g Controls pertaining fo data securify

Controls pertaining to validation of input data in an application

Past Exams/RTPs/MTPs/SM Questions

.mx!m..: the :55.8 of automated environment, Also discuss the key features of an automated
environment, [RTP May-19]

Solution
An automated environment basically refers to a business environment where the proce
accolnting and even decisions are carried out by using computer systems =
Systems (I6) or Information Technology (IT) systems. Nowadays, It s ve
systems being used in almost every type of business,

68eg, opera

also known as Information{]

Some of the key features of an automated environment are as follows:
¥ Enable Faster Business Operations
7 Connectivity & Networking Capabllity
v Accuracy In Data Processing 4 Computation
v Ability to process Large Volumes of Transactions
7 Better Gecurity & Controls

Audit Q1 CA Shubliam Keswuni

en below gre

f the . :

Lonsider 1o obtain an understanding of the company's a:s__sw& 7

fror > m n systems being used (one or more application Systems and s_._R i
Se_.a%_o Am_‘_nzna_ and non-financial) :

ems - local vs global %

deskfop based, client-server, web application, cloyd v&o& &
ions and risks could vary in dif ferent versions of same applica
(in case multiple systems exist) :

- s
=
S
Lo
S
=
N
c
=
o
= =
=X
=
[y
—
5
[0

=

: 5:8% 4 activities (IT maintenance and support)
c

0, CISO, Administrators)

o

pecific pisks to the company's internal control having IT environment? —n“_._y Nov22)

question 3
yhich are S

mo_a_ﬂa_os are some such risks that should be considered:
fiven b€

, Inaccurate processing of data, processing inaccurate data, or both,
, Unauthorized access 10 dafa,

pirect data changes (backend changes).

Excessive access / Privileged access (super users).

» Lack of adequate segregation of dufties.

v Unauthorized changes to systems or programs.

» Fallure to make necessary changes to systems or programs.

* Loss of data,

Question 4 .

. ing, RTP May 18]
Discugs the impact of IT related risks on Substantive Audit, Controls and Reporting. [ ay

Solution
.reliance of
. isks may lead fo non-re
wEEEbE_E checking: Inability to address above discussed ri ve to be tested

ve ¢ would ha
16bfane from systems, In such a case, all information, data, and reports

0 4133
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o It could lead to increased substanti,

. _._Q,Sam,%@ accurd

liance on automated controls, system calculationg andq
n-relia

on Is: It can lead tono oy result in additional audit work.

nnoc: 2
" |
dures built into applications. It m

. . . :A—_ m D:ﬁ_.ﬁ_ 003_1C_M Q.
t _ I
1ct |

ore . . 5 Ocmuma
= : )i of companies, it may lead fo modification of auditor’s repops i
subsequent paras) in case .

n moao

o 5 s A that production systems are Proces

P o Operations is to ensure o

Objective of Data Center and Network Ul

M v..__,nn“. financial reporting objectives. Discuss the activifies performed by 094“ Center and Networy
° . . -

operations. Also explain the meaning of General IT Controls in detail. [RTP May-21]

Solution . ;

“General IT controls are policies and procedures that relate to many applications and support th,
nmwn&?n functioning of application controls. They apply to mainframe, miniframe, and end-usen
environments. . .
General IT-controls that maintain the integrity of information and security of data commonly include
controls over the following:"

i) Data center and network operations

i) Program change

iii) Access security

iv) Application system acquisition, development, and maintenance (Business Applications)

These are IT controls generally implemented to miti

gafe the IT specific risks and applied commonly
across multiple IT systems, applications and business processes, Hence, General IT controls are known
as “pervasive” controls or “indirect" controls,

Data Center and Network Operations

Objective: To ensure that production systems are processed to meet financial reporting objectives.

Activities:

Overall management of computer operation activities,
Jobs, monitoring, storage and retention of backups.
Such controls also help in performance monitorin
Matters such as BCP (Business continuity plan)

recovery from failures are also taken care of by

preparing, scheduling and executing of batch

. g of operating system, database and networks.
and DRP (Disaster recovery plan) which deal with
such type of controls,

dit QB CA Shubham Keswani
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m=<mn

a3 5 TR ”
be used in testing of electronjc records
an

ccialised audit tools viz., IDEA and ACL 1o
nd P : :

o.:a&ﬂ.o _.nu_ i
Perform the gp o
e f datq analytics, :ﬂ:..

<ingly using data analytics for managing theip
rea ata analytics. What are the tools and techpi
lytics and in which areas data analytics can

operations, >&$.¢_.w“8:.
ques used by auditops ;
¢ used by auditors) (s pypec.

fion niques that auditors use in applying principles of datq ana s Comgt

h
d ,,wnm Techniques (CAATS).

lytics are known.

mbe used in testing of electronic records and data residing in ﬂ‘&&%mﬁfq
s hM e cialised audif tools viz., IDEA and ACL to perform the following: gl
an

d population that is used in eithep S S
%Rn% ; completeness of data and pop est of controls op substantive ;
/ Chec o

, 4
qudit test m.ﬁ udit samples - random sampling, systematic sampling. %
onord

:on of balances - reconstruction of trial balance from transaction data. ; o
iy £ mathematical calculations - depreciation, bank interest calculation.
al entries as required by SA 240.

/ Selecti
/ nm.ﬁoa
/ Reperformance 0
/ nalysis of Jour"

aud investigation.

4 t+ of control deficiencies.

/ Evaluating impac

Question 7

tor of HK Limited completed the audit of the company in an automated m=<m3==.63.
%@. >&_3+1 of the company requested the auditor to give an idea about any exceptions ocmm_.én.u _ﬂﬂ
.wﬂ_%%sm:* that need to be assessed. How the auditor should consider this request and report in lig

nvironmen :
¥ an audit perspective? [May-22]
3 g ing its showrooms in almost all the
.E oreceful Limited is a company dealing in mobile spare parts and :of:% _.L_.m e~
|

aéa in the country. For FY 2020-21, the company fransferre

1ioation in the system audi
“CHMputerized system (SAP). PQR & Co., Chartered Accountants have specialization | sy
CLlnd haye

he company Wi
mem certain findings or exceptions in IT environment and IT controls of t p

s : : 2 TP Ma
Q e and reported. Mention those points of consideration. [J uly-21 + MTP May
)

-

i that ther
d of the audit concludes
Ao hich needs to b

-23)

een appointed as the system auditor. PQR & Co.,



A bl that there will be certain ﬁndings or except
e Mmdfobeassessedandrepmed’o%mh

charged with governance viz., Board of dl'rec',q,s.

o 'Auﬂwnwwmlmsscsinﬂeomolﬂ :

i is the impact of these weaknesses On overall audit?
’ WR&ME i " ies fo management - Internal Controls Memo or Management Letter,
: Conmrii?i:lwwriﬁng any significant deficiencies to Those Charged With Governance,

The auditor needs to assess each finding or exception fo determine impact on the audit and evalugs, if
the exception results in a deficiency in infernal confrol.

G;ner;lfy applying inquiry in combination with inspection gives the most effective and efficient audit

i eyer, whi it 11 d inwhat combination is a mafter of professionq|
@j:ﬁmfméatﬁté ﬁéfé éénafed environment,

‘ [MTP Oct-18)

Solution

The following are different ways testing is performed in an automated environment :

There are basically four types of audit tests that should be used, They are inquiry, observation,
inspection and reperformance,

Inquiry is the most efficient audit fest but it is also gives the least audit evidence. Hence, inquiry should
always be used in combination with any one of the other audit festin

9 methods, Inquiry alone is not
sufficient.

Reperformance is most effective as an audit fest and gives the best audit evidence, However, testing

by reperformance could be very fime consuming and least efficient most of the time,

Generally, applying inquiry in combination with inspection gives the most effective and efficient audit
evidence, However, which audit test to use, when and in what combination i
Judgement and will vary depending on several factors including risk assess
desired level of evidence required, history of errors/misstatements, comple:
being addressed, etc, The auditor should document the nature of test (or ¢
along with the judgements in the audit file as required by SA 230,

S amatter of professional
ment, contro| environment,
xity of business, assertions
ombination of fests) applied
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ey
Augy

4 transaction using a combindtion of inquiry, obsery

quser prOCCSSGS transactions under d’,ffm R

o hoW onfiguration defined in an application o '“" :
the ¢

Gpﬁ"‘"g od environment, General IT controls are policies and procedures the r
74,‘;*0 omaid e the effective functioning of application controls
G an

. One such areq
ions + is the objective of access security and what are the actiyities i“"“,ded'*"
.y, What!

pcivities” rity Organization & Management
u

eC
. iecuri‘fy policies & Procedures

Applicaﬁon Security

Data Security :
. Operating System Security

Network Security
+ Physical Security

e : &
ecen “General IT controls® and application conrols™ in an automat

Question 10

Discuss relationship befw
environment. [SM]

Solution

General IT Controls vs. Application Controls 2 |

* These two categories of control over IT sysfems dre mTer(r: aem

* The relationship between the application controls and the : e:. e
IT Controls are needed to support the functioning of applica IIOT stems.’
ensre complete and accurate information processing through IT sy

:Qltsﬂon 11

.Givenbdow is a table containing Column A and Column B- ColumnAc
i 0
0N automate environment. Complete Column B by stating approP

ted.
| IT Controls is such that General
d both are needed fo

ontains description of certain controls

riate type of control.
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—ated environment)

ol

' and
‘z.MN\SWD“::x::m system acquisition, development and
3. Controls over OpF

maintenance ?
M

1. Application Controls & 2,34 General IT Controls

;i:lcs +he auditor of a company manufacturing paints. The company has a robust Systen
Y“f are appoint 1. Most of the controls in the company are automated and they are working effecﬁvdy‘
m‘? c::a.in situations, manual elements in internal controls are more suitable. What qpe. the
cimnmst;mces where manual e.l;:men‘rs in internal controls may be more suitable? (May'24)

, unusual or non-recurring trunsa'cEwns.
Circumstances where errors are difficult to define, anticipate or predict.

In changing circumstances that require a control response outside the scope of an existing
automated control.

In monitoring the effectiveness of automated controls.

Question 13

Z and Associates are the auditors of Realton Ltd., an export oriented unit, which specializes in
manufacturing oil extraction plants. Since many complex processes are involved, they are digitizing their
operations. They are restructuring their business models which are driven by fechnology. Since most of

the operations of the company are automated, Z and Associates are planning to do Digital Audit. Explain
the use of digital technology in the conduct of an audit. [Sep'24]

Solution

Use of Digital Technology in the conduct of an audit: Entities are embracing digitization as part of their

operations to keep pace with changing times. New technologies are helping companies revamp their
operations and rethink the way business is conducted. Companies are resfructuring their business models
driven by technology. Automation is key to digitization,

Audit QB CA Shubham Keswani

; ent :
o pus 7 final opinion. s
making Use of ar’nfucu?l intelligence,
¥ d business processes ina better way,
ers'f: tools, audifors can conduct audits in q bes
suc

neaten focts:

ng 3” is helping auditors fo better identify risks ma
1al aU making

g W&

Very few students diligently cover Question
3 o 5 e 1’3
Kudos for being among the Top!
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~ aging of trade payables in accord

accounts, The auditor wants to verify whe

SA 500 Audit Evidence
Test Your Understanding

5
185

On perusa I 2_835_&3«3%5{ a company, auditor ofcompanyifiniésithat notesto dccounts
QUL ance with requirements of Schedule IIT of Companies Act, 5,

. g ing of trade payables included i
is responsible for ensuring proper aging 0 ble %
“accountant of company is resp ther aging of trade payables made in financial stqte

no::._.m
13, ,;a
o*g ?
Mente 5

proper or not. Tdentify what he is trying to do.

Solution o o ]
The auditor is verifying aging of trade payables. He is “reperforming” the control which was man dateg

by the management.

;ﬂ..%,ﬁg
n>w,.mw..wnmn$:1 is conducting audit of an entity. During the course of audit, she has made oral inquirjes
from head accountant regarding preparing of bank reconciliations every month as has been laid down by
the management. Discuss, whether inquiries as stated above would provide satisfaction to her that

controls in respect of preparing bank reconciliations statements have operated effectively.

Solution
Inquiry alone ordinarily does not provide sufficient audit evidence of the absence of a material
misstatement af the assertion level, nor of the operating effectiveness of controls. Mere inquiry does
not lead fo obtaining of sufficient appropriate audit evidence. In the instant case, CA Sooryagaythri
should verify whether proper bank reconciliations have been carried out monthly as stipulated by
management. Only then, she can be satisfied about operating effectiveness of controls in this regard.

items. The auditor has found that such reconciliations are being carried out as stipulated. Discus
whether above factor, increases reliability of other internally generated evidence within the compa

@

Solution

The management is carrying out reconciliations of items contained in Property, Plant and Equipment
records with physical verification of such items at regular intervals. It means that controls in this regard
have operated effectively. The reliability of audit evidence that is generated internally is increased

are effective.

Audit QB CA Shubham Keswani

W
Question 3 %

A company has stipulated a control that reconciliations of its records showing quantitative details of if$="
property, plant and equipment are carried out at regular intervals with physical verification of mc&m
‘D
relating to existence of such items. :x.nl.ﬂ__

-

@

when the related controls, including those over its preparation and maintenance, imposed by the entityse=

-

RELY {o
n CIREN

. the measure of the quantity of audi ,2?&@5 R

,.,5, ﬁ ‘
. 3 ,ﬁ&kv <o S
ficiency 1S the :6.&:.3 of the quantity of qgis eVide s
10 gegcted by the oudior' essessmentiof the i et SIS
i is of f " it evidence s likely fobe requireg)
r
the ™

>

s : : :
(i oice is an example of internal evidence, [SM]
ase!
2P urch is the evid th T g o
idence is the evidence that originatec wisr: &
Tar Internal evidenc e i o_.._m_.sﬁ Within the client's gr
r iginates o organisati T
Hagﬂaa invoice originaf ganisation, :.«3@.«. it is an example of
P T e
nﬁm@: o A g
uditor inguires the management as part of the audit procedures it should be £
3, When binot informal oral inquiries. [SM] R
ly an Lt
form O" s
. When audifor inquires the management as part of audit pracedures suchii
pncorrect itten inquiries to informal oral inguiries.
from formal Wr

Past Exams/RTPs/MTPs/SM Questions

L £

. M | ke - : - o
a:. logical process. An auditor is called upon to assess the actualities of the situation, review
Auditing 1s @
ments of accoun . ad :
e m”.&n ot do unless he has examined the financial statements objectively. He needs evidence to
This he cann

btain information for arriving at his judgment. Discuss explaining clearly the meaning of audit evidence:
obtain |

indetail. (TP Nov-23 + Nov-23)

t and give an expert opinion about the truth and fairness of such accounts.

Solution —
Auditing is a logical process. An auditor is

i ini h and
the statements of account and give an expert opinion about the :.H_. ol
This he cannot do unless he has examined the financial statements objectively.

called upon to assess the actualities of the situation, review
fairness of such accounts.

i the
examination and scrutiny of the accounting statements of

irs in the
ctual state of affairs in
Undertaking with a view to assessing how far the mzznaw&m Eﬁna*“”nmg:ha_ e
correct context and whether they give a frue and fair <._ms about i s
s 4 opinion founded on a rather reckless and negligent exam

- nal standing and prestige
the auditor +o legal action with consequential loss of E.o.nwmmazo_ stncig

Objective examination connotes critical

s = iudgment.
He nee evidence 1o obtain information for arriving at his judg 141
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5 AT RS
5 ooucﬂn of the quantity of audit evi . The

. - £
¥

. audit evidence includes:- :

.. ~ccessment of the risks of mi
; : include th frors 8=
TR, ting records: Accounting records include n. PECORdS of jpe § the qudi e udit evidence, however, may not
.  contained as checks and records of electronic fyng 1 £ :ning MO
niries and supporting records, such "Ofsfery | et® pptai®

S 3 ies and other adj
SRS ledgers, journal entries a justmen
woices: contracts; the general and subsidiary

-.\«‘.....7. y i

S tothy |

HET 0
statements that are not reflected in journal entries; and records such as work shees o} %.a*t*% 7.
: tions, reconciliations and disclosures. tity of audit evidence. The
2ts supporting cost allocetions, computations, posure of the quantity The
irtim £ 80t - 0 ) 2 A
R : isthe ™ cessment of the risks of misstatement (the highe
) o.:ﬁ., _42.._5.8 that authenticates the accounting records and also supports the Quditory “.W“& the o&_*e_...m n“mm.qo be required) and also by the ﬂn_shﬂnu.ma »
.,@. ot and fair presentation of the financial statements: Other information which &ki_ & Rl s d). Obtaining more audit evidence. o R
‘the auditor may use s audit evidence includes, for example minutes of the meetings, Writte, | gre® ay :
,mgm tions from trade receivables and trade payables, manuals containing details of internal contpy tau_
efc. A combination of tests of accounting records and other information is generally used by the auditor | "
. o support his opinion on the financial statements.

FENE i E:o_.a__i B s statement ; : :

Al Suniti, a CA student, i val of an engagement team conducting audit of a company TIM Private Limited i ww*“.”&aﬁ“”_””oﬂnlm:nm of the population. ¥ | w

1| According to audit programme, she is responsible for verifying purchases and PPE items appearing in | i) i2¢ B
books of accounts from records/bills of company. Besides, she has also been entrusted responsibility to . v be defined as the significance of classes of transactions, account
obtain written representation from management regarding carrying out of physical verification of | Meteriality ™% losures to the users of the financial statements, Less evidence would be re
inventories during the year. During course of her work, she finds that: tion and disclo oy

3._& rti re less material to users of the financial statements, But on :ﬁ..q——ﬁ,” ;
i rc bill amounting to 2 5.00 la pertaining to TIM Industries has been entered in books | ncse asse ions @
&_H;v...?n*n_.maxna.

. inanci ts, more evidence would be reg
. | to the users of the financial statements, beeq
/) | eertions are more materia urn
ii) The ement has refused to provide a written re

presentation relating to physical verificatiof#
of inventories during the year. She has brought it t

o knowledge of engagement partner who h QRiskof material misstatement may be defined as the risk that the financial statements are
decided to use lack of such a representation as audit evidence. O | sstated prior to audit.
Discuss whether each of above constitutes audit evidence. State reasoning for your answer-. W 0
(MTP .se\.m% Tiscarsists of two components described as follows at the assertion level Sa_&ﬁ
mo__wa:. . . . (0 | & Dherent risk: The susceptibility of an assertion to a misstatement that could be mat .
Audit evidence comprises both information that sy

uvolmo:anonuovonﬁmm Mmanagement's assertio
and any information that contradicts such assertions. Purchase bill of 2 500 lacs pertaining to TI

Industries has been entered in books of TIM Private Limited. Therefore,
management’s assertion relating to occurrence of such purchases. Hence, it constit

@nsideration of any related controls ]
: i i could be materid
ol ik The risk that a misstatement that could occur in an asserfion that .

e e : . . ity's internal control.
c_ﬁm_“cm_.u””_“_ﬂ_:m Wit be Prevented or detected and corrected on a timely basis by the g:zhs_ :
iaence G . aﬂ*ﬁu
= 1 ”.uzasg Would be required in case assertions that have a lower risk of mat
Further, the absence of information (for example, management's refusal to provide q ..B:wﬂﬂ_n_l.u N the ot

. ial misstatement, more
|y her hand if assertions have a higher risk of material misst i
representation) is used by auditor, and therefore, also constitutes audit evidence. In the given casdl | i
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mber of items included in the population, s

| re homogeneous population but on the other hang in
of smaller, mo .
oho.vu,—_,_”_:oa more evidence would be required.

evig
e
Case

f audit evidence; that is, its relevance and its pe; A
the auditor's opinion is based. The reliability of 2 i

iq
pendent on the individual circumstances undep s_,H,
L]

 Appropriateness s the measure of the A_E_& 0
5 _= providing support for the conclusions on which
is influenced by its source and nature, and is dej

is obtained.

s,

The ._.o_fz_f of o_a:. evidence depends on its source, nature, and the circumstances E.EQ, which i
obtained, including the controls over its preparation and maintenance. >:rw_._m:. mxn%:o:m. may exig
few generalisations can be made about reliability of audit evidence. Considering _acoé discuss s
generalisations that can be made about the reliability of audit evidence. [MTP 1 Jan'25]

OR

The reliability of information to be used as audit evidence, and therefore of the audit evidence itself
is influenced by its source, its nature and the circumstances under which it is obtained. Explain ang

elucidate the guiding principles which are useful in assessing the reliability of audit evidence.

[MTP Apr-22)
Solution
Reliability of Audit Evidence: As per SA 500 on "Audit Evidence”, the reliability of information to be
used as audit evidence, and therefore of the audit evidence itself, is influenced by its source and its
nature,

and the circumstances under which it is obtained, including the controls over its preparation an

maintenance where relevant. Therefore, generalisations about the reliability of various kinds of audk
evidence are subject to important exceptions.

While recognising that exceptions may exist, the followin
audit evidence may be useful:
* The reliabili

ty of audit evidence is increased when it is obtained from independent sources outsi
the entity.

* The reliability of audit evidence that is generated internall
including those over its preparation and maintenance, imposed by the entity are effective.

» Audit evidence obtained directly by the auditor (for example, observation
control) is more reliable than audit evidence obtained indirectly or by inferen
about the application of a control).

of the application of a

Audit QB CA Shubham Keswani

\

9 guiding principles about the reliability of ==

(Ruestion 7

Y 18 increased when the related Sia_m,m( INquiries, as the statutory auditors were short of time. In the light of

]

10 B
m.\mmon:q:n:*s form, Ero...rn?vnvn.m. -
iden¢ ptained orally (for example, a cont Metley

0 psequent oral representation of ?n.,.gn.ﬂ._o‘. ,w
vided by original documents is more. refickic ve.

-4

P?

A |

g giting is to design and perform audit procedures insuch i
eof nc* %E.%lnzw audit evidence to be able to draw reas _m___n.
¢ opinion. This can be obtained by performing which proce
mr«vnca:on can perform to obtain audit evidence? [Nov-221
ER a4
f..‘.w..,:: 41“ Trm&..,
; (I
ks
's opinion is obtained by performing:
: and
v_.onmac:&. a : |
.+ procedures, which comprise: ; &ﬂw
ﬂ}m: required by the SAs or when the auditor has chosen to do so ;
m.n edures, including tests of details and substantive analytical procedures
o ]

os to obtain audit evidence can include

e ————

0 Tnspection
) Observafion :
) External Confirmation
)Recalculation
) Reperformance
) Analytical Procedures

) Inquiry

. d written s«?.nmo:amoa

ile conducting the audit of Pummy Limited, the statutory nc_“g:oamm” __”MHMQE.ﬁwS without making
AT iti udi .

M the Management. The audit was finalized in addition to other auditp this information, state the

. it Evidence. [RTP May-22]
Portance of inquiry as one of the methods of collecting Audit Evidence {

ce (for example, inquir yseolutioy,

LAs per SA 500 Audit Evidence: -

145
108 ¢ Shubh

am Keswani



anof knowledgeable persors, inancial and ngy

R R m |
e s?_._“asl is used extensively throughout the audit ip &nﬂmﬁ_k’
gl range from formal written inguiries 1o_infopmg oz_o?.f_
n g?asﬂ_zau _u an integral part of the inquiry process. il !

7 v..osaa the .._ize. with information not previously POSSesgeg ...
o,

inquiries may : might provide informati by
i »_<o_<. responses mig on that 4
ve audit evidence. Alterna as obtained, for example, jns ef

4 ¢ ditor h

rificantly from other information that the au Oy

i 3831 M_z« oH_ t override of controls. In some cases, responses toj
rding the possi managemen

je o basis for the auditor to modify or perform additional audit procedures. _Jl
Q &

):ggacoz:s of evidence obtained through inquiry is o?.n: of particular mavozeﬁ,.

, ?o case of inquiries about management intent, the information o.é__ov_n ..3 support manage ]

~ intent may be limited. In these cases, understanding management's _uo.nw history of carrying oty

n-q.& intentions, management's stated reasons for choosing a particular course of action, g
* management's ability to pursue a specific course of action may provide relevant 5?..33,3._
© corroborate the evidence obtained through inqury.

it . .3 Inrespect of some matters, the auditor may consider it necessary to obtain written representati
ST from menagement and, where appropriate, those charged with governance to confirm responses f;
Question8
CA K cudited the books of accounts of E Ltd. for the financial year 2020-2021. The auditor used
eudit procedure according to which all the documents and rec
checked in detail to obtain cudit evidence. Explain the audit
relicbility. [Dec-21]

T

Schution

Audit Procedure:

* Inspection involves examining records or documents
electronic form, or other media_ or q physical exam
documents provides eudit evidence of varying degrees of reliability, depend
Source and, in the case of internal records and documents, on the effectiv

dond. Inspection of such
Andit QB CA Shubham Keswani

ords maintained by the company were ()

g : ingly, the auditor ma : K -3
B the odioncy _zsnaa.h_gé“ some information for the auditor’s review or fo perform audit procedures at nu.'”
%+ ontion R &

.mns*o‘.:s:o: is available.
? 10

S : ctuary. Give
'ng on their nature an¥f_Jeyeble to employees based on certificate obtained fromana

ith respect to their existence, but
. valuation of :.«.&moﬁ. Inspect
pli +ion of inventory %._shuw that CA x

o__« %m«_.ﬁ it can be conclu ﬁ& P2 7

L
¥ A

g of the audit procedures fo be used 3_5.&“\.,. R
aa other information may be available only in ¢ \ 7 \.YM
ing dat@ azmxv_ei with the help of examples. [RTP Nov-20]
. gg in timé: ,

a_x%&
.craoﬂaa and i
?—B ng data an

til
%35. in fime.
or P

ing of the audit procedures to be used may be
aa other information may be available only in

ses e
oms to facilitate storage and reference.

rocessing Y5 25
onic information may not be retrievable after a specified period

in electr ; : ; e
”“__“_nnn:o:mna and if backup files do not exist. i Ll

y find it necessary as a result of an entify's data retention policies to request |

i g ended 317 March, 2020 you have observed
- Whether internal or external, in paper formdedt the course of audit of SMP Limited for the financial year s o it o g
ination of an asset. Inspection of records o:mmsnaxo.. that the company has provided a sum of 2 2 comments with reference

their production eness of the controls oé.ﬂ.?as Standard on Auditing. [MTP Nov-21] A | 4
. mgigﬁnn&oxﬂomngaa_u.m. ti f i mmﬂ: . : = of its
o 5 nspection of records for evidence of g== Industries Limited is engaged in vnqonrg_no_ business. Ucw nature R,
e{e i : f chartered engineers, to determine ¢
* Some documents represent direct qudit evidence of the existence of an asset, for example, cng hos hired PQR Associates, a reputed firm of ¢ s Industries
document constituting a financial instrument such os a inventory or : ouditor of Expert

s .Jr.B.o: of inventories for preparation of financial statemen PQR Associates, &

. of
edwant 1o yse the same as audit evidence. Before using the i.xN.”u
v 315 9sPects should be taken care by auditor? [MTP I Sep
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Ly,

I,

xpert: In the given case, m%.j;:& r&.v3<aa dagy ;
gratuity payable on the basis of 8_.4583 8353 from an
ayable to the employees at the time of n.&m&_o.: 3“. Service m__g_,a.

he accounts when the employees are in u.e.snﬁ 15 egsa.r
riod of service but payable upon cessation of sepvice. U,

1 ! \ d ~o
in the books of accounts as 5:5.
liability towards gratuity p :
ascertained and provided for in 1

‘present liability accruing over the pe

The auditor should check the quantification of the gratuity liability. He should ascertain Whehe, ;

ially determined. The auditor should treaf the actuary as managements' eXpery
e cs:n“_ Sce.s_ < t o checking the opinion of an expert in accordance with SA 509, ¢
conduct procedures relevant to

As per SA 500, “Audit Evidence”, when information to be used as audit evidence has cm.n: Prepareq
the work of a management's expert, the auditor shall, to the extent necessary, having regarq 1 :
significance of that expert's work for the auditor's purposes:

1. Evaluate the competence, capabilities and objectivity of that expert:

2. Obtain an understanding of the work of that expert: and

3. Evaluate the appropriateness of that expert's work as audit evidence for the relevant assertion.

i
fh

wm&nnf an articled clerk in an audit firm, is part of an engagement team conducting audit of a com

pany
for year 2023-24

- It is a small company having a turnover of about 225 crores. During the course of
audit, he notices that senior team member has taken following approach for selecting items for testing
reflected in financial statements to obtain audit evidence: -

* He has selected to fest items debited under the head “Machinery repair & maintenance" as

He has also selected to test all individual items of expenditure exceeding 25 lakhs.
Besides, he has also selected amount of 20.50 lakhs debited under head "
purpose of payment made to external legal counsel.

Sanjeev understands that senior team member is using “audit sampling"
Do you agree with him? Which risk is involved in above approach? Discus

: St : i
expenditure relating to it during year 23-24 has increased considerably as compared to last year. Eﬂ;s e spec
Out of purchases, he has selected to test purchases from related parties amounting to 2 5 crores

{1 olution

m e ses” ti _—m ( i _ _ .— __ _ mO—__.
_0 0_ xXpen v 0 —A_ 0! . DCQ:O ma QNﬁ_QN “O MN_Nﬁ MUNﬁ_ ICc Ifems om a vaC Q_
UN e i

510

f the means available 4 .
5005 ith SA 500, 0ne 2 i to.

od ma include: = |
The audifor may decide to select Specific ite
g value, or exhibit some other characteristi, for oy gy e
of high ¥ ly risk-prone or that have a history of eTTO o SR
Y ain amount: The auditor may decide 1o esa_ |
in amount S0 @S to verify a large proportion of 5
t balance.

K is the risk that auditor may reach an erroneous conclusion for any r
risK ! J

pling Like, erroneous conclusion may be reached due to some inappropriate
k. Like, *

Nonr5amP=

“~
'S

Question 12 hartered Accountants, a partnership firm, while designing tests &nma_.owbi,m
s KLM & Co- Cnes has to determine the items for testing that can be effective inmeeting the pu
o details in MN 5“. aom For this, they decided to select specific items from a population. St
s n“_“ ; MMN considered b the udit firm orslctng specfictens foma rpltneda
factors Tha

fic items that can be included for such testing. (May'24)

nmaking this decision, factors that may be relevant include:

Ea the auditor's understanding of the entity.
for selecting items for testingt==i) the assessed risks of material misstatement, and
S with reasons. [MTP IT §a<.m¢mé the characteristics of the population being fested.

Soluti |
0 : ion . . (L Snecific items selected may include: - e - E:nvovc_nzoavnhaua
Audit Sampling refers to the application of audit procedures to less than 100% of items within m * High value or key it The auditor may decide to select mvnn_m_n items wit ici
population relevant under the audit such that all sampling units (i.e. all the items in the population) haveles :5 are of hi M« ! _mﬂm. e stic, for example, items that are SUSPICIOUS,
an equal chance of selection. , R values
: : r.
m. H”_ME_. Particularly risk-prone or that have a history of amine items whose recorded
- R - i ; ide to ex
In the given situation, senior team member is rot selecting items for testing by means of audjt moav__:um 3 items over o certain amount: The auditor may decid o amount of @ closs of
He is only selecting specific items from a population 4 “ed a certain amount so as to verify a large e 49
: MaNnsqes: k
Audit QB CA Shubham Keswani ZE_ o Mn._._o:m or account balance.
AShubhan 1. -



its
Py
m Pmeﬁ

n_a_.?_.a

over the reliability of information given tq p.

- ; is having doubts ; :
at Panipat. Auditors ST & Co. s having formation while conducting audit. Guide the

evidence. Also, auditors observed inconsistent in 4
._.m how they should proceed in the given situation. [RTP Nov-22]

Solution
o : isi i ith that obtained from anothen:
o audit evidence obtained from one source is inconsistent wi fron ron
b. the auditor has doubts over the reliability of information to be used as audit evidence,
the auditor shall determine what modifications or additions to audit procedures are necessary to resol,
the matter, and shall consider the effect of the matter, if any, on other aspects of the audit.

P el

B&:E_..:,m_....m accounts using accounting software having a feature of recording audit trail can be usefy
for an auditor. Discuss some of the advantages for such a feature in accounting software for auditors,

(SH)

Systems which have a feature of audit trail inspires confidence in auditors.

* It helps auditors in verifying whether controls devised by the management were operating
effectively or not.

It aids in verification whether a transaction was indeed performed by a person authorised to dot.
* Since audit trails also enhance data security, these can be used b

/It is observed that inventory is material to the financial statements.

. A e . restoag invento stem. SIS
procedures thus increasing reliability of audit evidence obtained. w g Whether the enfity maintains a umﬂm_wcm_ =H<M.= 9 “ﬂw materiality of the inventory and the risks
: b f is held, includi ;
D Trelocations f which inventary is held, P hich locations attendance is
SA 501- "Audit Evidence—Specific Considerations for Selected Items” .._m material misstatement at different locations, in deciding at w
£ appropriate .
Inventory @) | Whether the assistance of an auditor's expert is needed.
Question 1 Lﬁla._
ABC Ltd is engaged in manufacturing of different type of yarns. On qoi RN : e
: going through its financiol ==Questi :
| statements for the past years G mited, a company engaged in

e

. ; y : un has decided fo a
You as an auditor of the company wanted to obtain sufficient appropriate audit evidence regarding the MM.;Q:_::@ and assembling of LED lights, CA Var

existence and condition of the inventory as appearing in the financial statements

. Discuss, how would
you proceed as an auditor, [MTP May-20]

Audit QB CA Shubham Keswani )

y auditor while performing auditfyfy f.

d

1]

=

©)

| to the financial statements,

sical inventory counfing; . e
()5 s PHY nce of management’s count procedypes:
5 n:ﬁq ﬂﬂ—.*Oq.aD >

the inventory” e
" <t counts; and a0 "
vaonnmcnnm over the entity's final inventory recond
inventory count results. o i

o i S ttendance at physical inventory counting include, fo
eva
atters re'eve”
Nature of inventory- . 4
" tages of completion of work in progress.
b, Sta

ks of material misstatement related to inventory.
=t nternal control related to inventory. !
procedures are expected to be established and proper instructi

The nature of the i
Whether adequate :
physical inventory counting. . |
The timing of physical inventory counting. %

i : i ivate Li
¢ performing statutery!‘audtFoffCOMITEREIEES e ttend physical inventory count

i ; three different

Cess of the company on 30th and 31st March, 2024. The m=<n=8_w_8ﬁn q@ m_u_”moﬂ_q city. Further.

ations - two sych locations A and B are in one city and third location _“ festingas such facltes

Pany also sends inventories to some service providers for aco_mq.ssz.o_ “zs%&l i repared
0% avalqp e with the company. CA Varun is well-versed with this ype©

; 151
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O SA SO0S0IS0SISI0

g list of following matters which

count _._.sam for discharging his respo
,..z,a___.a of inventories i.e. LED Jight

i packed LED lights

~» Materiality of invenfo

could be relevant fo him in planning attendance qf oy Leagy
nsibilities in accordance with SAs: - \
components, parts, circuits, panels, body, e o
*_a_f

ries at different locations A,BandC .

age of complefion of work-in-progress * Mainfenance of perpetual inventory syster o
+ Stage of com . : :
+ Materiality of inventories lying with service ESM%G
« Timing of physical inventory counting i.e. year en

"y

There are two important matters which do not find place in above list. Without considering these

matters, it would be difficulf for the auditor fo properly plan his affendance at inventory coynt
in accordance with relevant SA, Discuss such matters. (MTP May 24)

g,
v—.onﬂx

Solution
The list given in the question does not contain following important mafters: - 4 |
s Whether adequate procedures are expected to be established and proper instructions issyeq fr
physical inventory counting. The auditor has to evaluate management's instructions for recordp,
and controlling physical inventory counting. It is important for the auditor fo know beforehand oy
the inventory count will be conducted so as to assess its effectiveness.
* The nature of internal control related to inventories at different locations, It is possible that

invenfories at one location have unsatisfactory control leading to higher risk of materi|
misstatement related to inventories af that particular location,

Question 4
Quality Products Limited is engaged in manufacturing of bicycles, As part of manufacturing activities, i
sends raw material to some business entities and
March 2024 inventories lying with such business e
Products Limited, how you will obtain sufficient

condition of inventories lying with such business entities? (RTP Sep'24)

Solution

In accordance with requirements of SA 501 "
Items

"

, When inventory under the custody an

priate audit evidence regarding the existence a
condition of that inventory by performing one or both of the following:

a. Request confirmation from the third party as to the

quantities and condition of inventory held o
behalf of the entity. 4

b, Perform inspection or other audit procedures appropriate in the circumstances.

Audit QB CA Shubham Keswani

Sicq| mh‘\”;w |

s ion 2 |

procures finished components from them. As on w:ﬁ-_va.a_
titi ' ; : -+ = aThe audif procedures per
ntities are material, Being statutory auditor of Dco__ﬁ_ u.

appropriate audit evidence regarding existence aftamrompany Ky
_ﬁu:eaa direct communication

o
Solution
e 3
it Evi i of mate
/Audit Evidence- Specific Considerations for SelectedAMS per requirements of SA-501, If the auditor ommmmu&. a risk Q* i
A d control of a third party is material t, the ::oznmm._afzg or claims that have been identified, or when audit procedures P
| statements, the auditor shall obtain sufficient appro :ﬁu._.s:_.s_ tigation or claims may exist, the auditor shall, se

i mation from other parfies when inventory
pf I i atterd
n%«& 090 . anging for another audifor o atfend,
or ha_u_a.

/ En: ‘ - y
if P her quditor's report, or a service auditor's eport, on the,

| for ensuring that inventory is properly counted and adope.

has been
the thipg

. Ltd is manufacturer of pickles, ginger garfic paste, jang T

d industry, the company is facing many ltigations in yoripys cour ;
%s%ﬁ to identify such litigations and claims involving e,
0.

rial misstatement. Guide the audifor as to how they should proceed
e : ~

seuin

gt o\ 4 Co. shall design and perform E%.Eg&s.a imorder to identify ltigation and s
%aaza. 5 ity (Pachrangd International Ltd) which may give rise to a risk of material misstate
he ent!

. * ‘ 1._
inolving .. ,4
b f managemen’” and, where applicable, others within the entity, including in-house l

AR 2
j) Inguiry -
szan_,. puizsiofimeeting; of those charged with governance and correspondence betwe
A Reviewing m
: entity and itS external

i) Reviewing legal

legal counsel; and ST

expense accounts.

i

formed so far by audifor of a company indicate that thereisa vomm_zz_mi =.5
t disclosed all material litigation cases involving the company. Does such a situation

has no
i by auditor with external lawyer of the company? (SM)

rial misstatement regarding
rformed indicate that other

ek direct communication with the entifys

i A0 ‘s standing
: ication with companys
“lernal legal counsel. The above situation warrants direct communicafi

&terng| lawyer,

Q.

== Question 3

he management S
153

AZ,the audit
aﬂa_sm the |

or of MNO Ltd., during the course of audit,

itigations and claims involving the company- CA
Ubhap, Keswani

Z is not convinced with t



\mom\m _wcm the auditor also may judge it ne
ce-2/

J ary to r
‘ : ] : ; 050" 1an S Pl
oh-8 SA uooao:mwﬂw _.w:o status of the litigations or claims. It is considered unjikej, ;a_%”_”: sa_;: o mo%.h_‘_am*“mm +he likely outcome of the lfigation op cigimg
ns regar i . Rop in isC re: s .
explanations reg | will respond appropriately tod letter of general enquiry. The AUditop unans %a_é_ 10 di O o ex ample, whe U g
.c_an_,za_ legal 8_.53 B entity's external legal counsel to communicate &123 pf_h U &r ~mines that the matter is a significant pigk. g
~ of specific enquiry I" o iy 1 |
S . lusions in the letter of specific enq ; lex. .
: auditor, List out the inclusions in the b Ster is %M”_um nt between management and the entity's externg| legal
; S ..nqré . =L ; =4 Couns
i cumstances the auditor may judge it necessary to meet with entity's extenng| _mmn_n p m_mwwani: gs require management’s permission and are held with
In certain circum: : / ; A : -
to discuss the likely outcome of the litigations or claims. What will be E.a_::. S reporting Evoaﬂm mcnaiwz%znw. Segment Informati
M th gement refuses to give permission fo the auditor to communicate or meet with the gy, Ty n ation S
if the mana g =
legal counsel? (May'24) engaged in manufacture of beauty products, Tt has hqip Care seame
sa %av_“_ici products. The auditor wants to obtain sufficient %E.%._...mm
Solution ids' bed : - i i
Ll . sclosure of segment information in accord ‘annlice
feliof ecttic imuiry inchdes: e E.nmnsgﬁo: s est the audit procedures in the given n&a« ﬂ:ﬂvsh“_ M_w B
i) A list of litigation and claims; fing ?naws\o_‘.r. Sugg 5 w. ]

ii) Where available, management's assessment of the oufcome of each of the identified litigation o
claims and its estimate of the financial implications, including costs involved; and
iii) A request that the entity's external legal counsel confirm fthe reasonableness of Mmanagermery, galution

btain sufficient appropriate audit evidence regarding the presentation and disclosu
0

assessments anc provide the auditor with further information if the list is considered by the entitys e qudifor shall o ccordanpeiTRe applicable finandiallrepartig e Rl b sl |
external legal counsel to be incomplete or incorrect. f segment infor PR o the methods used by management in determining segment nfa
ining an un 3
(n0bte!

In certain circumstances, the auditor also may judge it necessary fo meet with the entity's extemy Further, "
legal counsel to discuss the likely outcome of the litigation or claims. Further, i management refusest, () Evaluating whet gy
give the auditor permission to communicate or meet with the entity's external legal counsel, or the  fnancial reporting fra

i i application of such methods; and
entity's external legal counsel refuses to respond appropriately to the letter of inquiry, or is prohibited (i) Where appropriate, testing the app

€ 1* r % n ._. r i v i i i ggﬁ.
: Dﬂﬁ OU_ are e ;N~ i res or 0 _ TN_ QCQ_ I OﬁNQE_ es Qvﬂ_ Ov_ —Q*N in _TN circul .
55 | _ _ _ i _ <~. ce Uv\ VN 0 3.8 ﬁmvvmﬂ or ::3@ a Q_< _ﬁD_ U OQNQC v &

alternate audit procedures, the auditor shall modify the opinion in the auditor's report in accordancelld L g
with SA 705, Alternatively, if the auditor is able to erform alternat i p i i i , h e
i ! il P : rnate audit procedures and can obtain®™ @estion 2 ducting the audit of Pratibha Ltd., a listed company for they .
clent and appropriate audit evidence to resolve the issue, then he can give an unmodified opinion. S & Co, Chartered Accountants, conducting ] ent information included in
{464 31.03.2022 is concerned with the presentation and disclosure of segm .
- 03, ma
Question 4 Chnpany's Annual Report. GPS & Co wanted fo ensure that methods &o.vx : Y _msm_n o
SPR Ltd has been into the media business since 1990. During the F.y 2021-2022 many notices SNREKSEEQ segment information have resulted in disclosure in accordance s_:z,_n %N oo
received by the company for hurting public sentiments and financia| claims were filed against thétmg i i & Co with 'Examples of Matters' that may be relevan s
company. As an auditor of the company, m avoa g framework. Guide GPS i he relevant AU

you requested the management fop arrangi ; ; heferencetot
: 9ing the meeting with ==ay : anagement wi
company's external legal counsel. Management is of the view that such meetings ape :mnmmmoJ\ fm e :%GB:Q_:Q of the methods used by the manag

certain circumstances only. Can you list down those certain circumstances? [May-22]

- such methods are likely to result in disclosure in accordance with th

m_smos rs that

tte
« example of ma
. " 7z : ; elected Items . : s
m.o_s_e_ FEHN_, ool Audir Evldenice e r:.ﬂ ds used by management In determining
D_.ncam:.u:nnm when becoming necessary to meet with external legal counsel: In the given case of mvn-wm be releyqny when obtaining an understanding of the meffocs € disclosure in accordance with the
Ltd., Auditor requested the management for meeting with SPR's external legal counsel. .__53 5?1333: and whether such methods are likely to result in
oy lcable fin .
= fancial reporting framework include: : ment amounts.
Saleg 9 imination of inferseg
Audit QB CA Shubham Keswani ; Transfens g charges between segments, and eli s

: E__— Ow O> m_:__—_?

s



fs.
(ifi)The allocation of assets and costs among segmen

§ SA 500/501/505/510
) Comparisons with: budgets and ofher

({RCh

expected results, for example, operatiy Leap,
9 Prog
percentage of sales.

Ifg

periods, and the adequacy of the disclosures with respect 1, incong., s
' —&

(iv) Consistency with prior |
( :

SA 505 External Confirmations

.t

%@?
Define the following :

(i) Positive confirmation request
(if) Negative confirmation request
(iii) Non-response

(iv) Exception [RTP May-20]

Solution

» Positive confirmation request - A request that the confirming party respond directly to the audy,
indicating whether the confirming party agrees or disagrees with the information in the request, ,
providing the requiested information.

s Neaative confirmation request - A request that the confirming party respond directly to the auditee
only if the confirming party disagrees with the information provided in the request.

* Non-response - A failure of the confirming party to respond, or fully respond, to a positiy
confirmation request, or a confirmation request returned undelivered.

s Exception - A response that indicates a difference between information requested to be confirmed
or contained in the entity's records, and information provided by the confirming party

i

Question 2

: that reg
m“_“a_m”m i %ﬂ*_m”_ﬂoaaa:o: for responses to be %3,..%.«&_‘.&
%ﬂ.&% “«H_“.a&m\ including follow-up requests when applicable, 1o

9 thel A
m«&_% 4 cars that external auditor has delegated entire s.m_.r
gse. 1T awn internal audit department over which he has o controf

n %h_%ﬂm equests are received on mail id of internal adit deparss

fir an:w: “.snim under SA 505, .

ri Ry o
. the %E.% ation requests, including determining

1 A e
rs to be considered while designing a confirmation request? [Noy muw <
facto L e
when desi ning confirmation requests include:
Szm_%.“.na “isks of material misstatement, including fraud risks,
1 — . .
Z ntation of the confirmation request.

the audit or similar engagements. -

jor eXP 2 ERRILT
ﬂ;s gssertions being addressed.
(4

A communication [for example, in paper form, or by electronic mode (like
The 3@* 0 . 5

K

other ana_chum uthorisation or encouragement fo the confirming parties to respond 84:2& or.
Managemen

; illing to respond to a confirmation request containing ar
bt may only be willing
Confirming parties

authorisation.

1 .l

o intended confirming party to confirm or provide the requested information (for

U0 The ability of th ol
: : . , ; o ce). 4
When using external confirmation procedures, the auditor shall maintain control over mxxges example, individual invoice amount versus total balance) i
confirmation requests including sending the requests, including follow-up requests when applicable Hm P o
;n.no:?.a_:m party. Explain the other points as o when using external confirmation procedures ;Qﬁ&g 4 e
auditor would be required to maintain control over ext

ernal confirmation requests, [RTP May-20]
OR

2 S.mzunm: Desai is in midst of audit of a company. The company is fairly large one and has a well

functioning internal audit department. While considering sending out external confirmation re uests t

frade receivables outstanding as on date of financial statements, he has delegated the on .
! proce

choosing trade receivables, designing requests and receiving responses from customers to internal audi
) O InTer a
department, The responses are also received oz}nae: :n

CA Jignesh Desai proper? [SM]

Solution

When using external confirmation procedures, the audi
confirmation requests, including:

tor shall maintain control oyep external
Audit QB CA Shubham Keswani

{TARohit is appointed as an auditor of Grace Ltd., he wants fo %.maz a suitable confirmation request
{0 ¥tter for a few debtors of Grace Ltd. As a senior auditor of the fir
A505 "External Confirmation” all the conditions that should be present
llests as the sole substantive audit procedure fo address an assessed risk of mafe

Fthe assertion leve. [July-21]

id of internal audit department. Ts approach omn>x_.m contem
e

el Veri

U]
QO CA Shuby,

m, explain to him with reference to
to use Negative Confirmation
rial misstatement

p ..
; the sole substantive audit procedure

. ial statements of a company: s\za.r
tated above? Additionally, CA X is

Fipg oS 10 be met o use negative confirmation requests cs S ive audit evidence as in case of
View thq i oy i level of persuasi 24
Sitive e t negative confirmations provide same P < for your answer: (MTP Sep )

Mations. Do you agree with his viewpoint? Provide reason s

am Keswani



4

_.25 } .sz._,\.a. While scrutinising the o, e 3
ﬁ ; Wi ble outstanding in the n..  MNL
gl ey : < ade payd 91n the Balanee ot -
i 5A 505, "External Confirmations®, Auditor shall not use Negative o y ¢ of A ¢ not available, CAP wants +g ¢,
nce with : : ddress an assessed risk of matepi-( Mgy ¢ tions A" 10 5end extop
osts as the sole substantive audif procedure f0 @ €10l sy, 1o m_aa_ confi” aa* managemen’ of MNLtd. refused fon gpe
] Mﬂ?o nm,me_.:g level unless all of the following e.nv_.n.mni. | ey W\% able® A nt standard on Auditing. (May23)
The auditor has assessed the risk of material misstatement as low and has obtaineq Suff; i% 1&%1 relevd
S0 e al : ; . . b
7 %v._.%_.m&n audit evidence regarding the operating effectiveness chiconinals relevan h_c._ [ 2 :
the . .
) llow the auditor to send g confine .
~ assertion; ; X A % ; uses to a g noa_g- 7%
b. The population of items subject fo negative confirmation has cecuresicomprisesiallarge Ut %_a_an% e scribed in SA 505 explained hereynds e.
4 small, homogeneous, account balances, transactions or conditions; a_ f au_
c. Avery low exception rafe is expected; and o " &aﬂz
- iti wo ec m, ;
d. The auditor is not aware of circumstances or conditions tha ipients of Negatiy, 2 P cations of management's refusal on the auditor's ge.
confirmation requests to disregard such requests. ald Bt ement, including the risk of fraud, and o sses
. il mis : r
? U ate’ . and
The failure to receive a response fo a negative confirmation request ao.n.m :ow explicitly indicate receipy of n_____._* !sn&:awm.. < qudit procedures designed to obtain relevant and o i1
by the intended confirming party of the confirmation request or verification of the accuracy of the “Mlo o alternative and p
information contained in the request. e ? ;
+ management's refusal to allow the auditer +ncors
. :n_:QWm tha :.9:_6&& Y
R ditor ¢ e 6 g : el (2.
Accordingly, a failure of a confirming party to respond fo a negative confirmation request proides g the ¢ onable o" the ncﬁ.&:ow IS _r__:oc_m to .ovﬁn_z .1n_w<n3 and reliable audit evidence.
significantly less persuasive audit evidence than does a response fo a positive confirmation request. = & %&_MR dures. the auditor shall communicate with those charged yith
ot P
Therefore, view of CA X is not correct. 5h260-
oo e auditor shall also determine the implications for the audit B&rngﬁ.wﬂ_... ..

=

On reviewing schedule of trade receivables of a company, CA Mary finds that in respect of one with SA 705
outstanding balance, the CFO of the company is not willing to allow her to send external confirmation

request due fo the reason that sending out such request could spoil precariously placed business relatiofslJ Question 7 e
! . 4 - - £ = :
with the cusfomer. On further inquiry, she finds out that there is a dispute going on with the compa during the qudit of accounts for the year ended 31.03.2024, the cuditer of P Limted

relating to some quality issues of goods sent fo the customer and matter is sub judice. Efforts are alsiea orfiration from a Trade Receivable, which was outstanding fer more than si gﬁ.lﬂaﬂ :
being made by the company for out of court seftlement. Reviewing correspondence with the customefad 425000/-. The auditor sent a Confirmation letter to the parfy requesiing them fo ressend Grectiy to
she finds that issue is near resolution and no fraud risk factors exist. Is unwillingness of CFB= fim,whether or not they agree with the amount outstanding from them. Thet frade receneble confirmed
Justifiable? (SM) m;;gg_:oa of FD Limited, that they were required to pay an ameent of 3 4,20000 = R Umited s

(00 Per their books of accounts. State and explain the type of Confirmetion Reguest sent by The assitor and

Solution =
ecaurse of action that irmation received frem the trude recseble
In terms of requirements of SA 505, if management refuses to allow the auditor to send a confirmati he should jfake on The ContR SRSt 2]

request, the auditor shall inquire as to management’s reasons for the refusal, and seek audit eviden Solution

as to their validity and reasonableness. ore
oS :
- _a__““m ifitmation request: A request that the confirming party reshond Srechy R he auitor
: : : ; i : -
A common reason advanced is the existence of a legal dispute or ongoing negotiation with the _.:Qzanw 19 Whether the confirming party agrees or disagrees with e rformatian i The megeest o

Provid
confirming party, the resolution of which may be affected by an untimely confirmation request. mclrmm ding the request
fraud risk factors do not exist. Keeping in view, unwillingness of CFO is justifiable. @
2

Audit QB CA Shubham Keswani ; |

ed information.
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ChisA 05/510
Ch-8 SA 500/501/5 Ve :
W@.Hsl:- A response that indicates a diffe :
contained in the entity's records, and information

rence between information requesteq - amrgs "

ity
provided by the confirming panty, Confjp, 'k

ana. R

The exception needs to be assessed fo the entire population affer analyzing the reqsqn fon diffe,
nag

Facts of case 7 AT
In the given situation, the auditor has sent the positive confirmation request for the amount of

: 425
1o a trade receivable which was outstanding for more than 6 months, however, due to aiﬁ.mznn iy

o g i bet,
information requested to be confirmed, or contained in the mz.:im ﬁwno&.m (ie. ﬁmmbos_““
information provided by the confirming party (ie. 4,20,000) is forming situation of mxgz_.e.

confirmation.

The auditor's evaluation, when taken into account with other audit procedures the auditor May oy,
performed, may assist the auditor in concluding whether sufficient appropriate audit evidence hqg beey
obtained or whether performing further audit procedures is necessary, as required by SA 330 jp Caseq
response is indicating an exception.

The company should be asked to investigate and reconcile the discrepancy indicated by the confirming
party.

SA 510: Initial Audit Engagement Opening Balances
Question 1

The newly appointed auditor of BTN Limited wants to obtain sufficient appropriate audit evidence about

whether the opening balances contain misstatements that materially affect the current period's
financial statements. What audit procedures should he perform for this purpose? &N

[May-22 + MTP Apr-23 + SN[}
Audit Procedure Regarding Opening Balances: The newly appointed auditor of BTN Ltd shall read wm
most recent financial statements, if any, and the predecessor auditor's report thereon, if any, Jnnll
information relevant to opening balances, including disclosures. Q)

et
The auditor of BTN Ltd shall obtain sufficient ouvﬁovlﬂmacazns.amsnmovoﬁs}m}ma}m onm::ﬂﬂ

balances contain misstatements that materially affect the current
18

Solution

period's financial statements by: )
Determining whether the prior period's closing balances have been correctly brought forward to

tHe)

current period or, when appropriate, any adjustments have been disclosed as prior period items _‘m
the current year's Statement of Profit and Loss. -

2. Determining whether the opening balances reflect the application of appropriate accounting poli .ﬁu._.__
and pr—

3. Performing one or more of the following: -

Audit QB CA Shubham Keswani

&

ior year financial statements s@«,a.%&,
p ‘

ts including the other releyqns aoaa&w”_ s i Lo
u&aaniﬂrn}mw audit procedures performed in the n._?s__...vm_” i o
. 4 A t I a ey
" ping balances: ;
P g ecific audit procedures to obtain evidence regarding th B
e ovn.aam

5 ement, in the case of inventories, the 21.
ance provide little audit evidence regarding

in such a case, additional audit Procedures
ropriafe audit evidence. Discuss those qdditi

2
D:«mﬁo:.a_ a:n:.—. en
onal audit p

gto" it engagement, in the case of inventories, the current perig' iy Procedires gy
- balance provide little audit evidence regarding inventory on :gn_.a.;nr&_m__sa
el e

may provide.

iod. 4ditiondl audit procedures may be necessary, and one or more of the following
a j

._‘s«_‘n?_@ iate audit evidence:
urrent vrﬁmno_ inventory count and reconci
H C

ling it to the opening inventory quantit
2 qudit vgnmaczwm on the valuation of the opening inventory items,
n ;

. ?_.Moaﬂmsw audit procedures on gross profit and cut-off.

perfor

Question wﬁ M/s Tender India (P) Ltd. were changed for the accounting year 2016-17. The closing
Auditors O

£ the company as on 31.3.2016 amounting to Rs. 100 lacs continued as it is and became closing
_”__éaoi Mm on 31.3.2017. The auditors of the company propose fo exclude from their audit P
_ﬂﬁaﬂﬂ of closing inventory of Rs. 100 lacs on the understanding that it pertains to the preceding year
the aud!

which was audited by another auditor. [MTP Oct-19]

Solution , ing Balances", in conducting -
Verification of Inventory: As per SA 510 “Initial Audit Engagements - Opening Balances’,

i is to obtain
minitial audit engagement, the objective of the auditor with respect to opening balances is
sufficient appropriate audit evidence about whether- .
0) Opening balances contain misstatements that materiall
i stafements; and . i
(i) Appropriate accounting policies reflected in the opening bl roperly accounted

the current period's financial statements, or changes té.w.* 3 h“nm”%%_ repor :.S?a«z%r
agcefmz presented and disclosed in accordance with the applica

y affect the current periods financial

¢ been consistently applied in
for and

161
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SA 500/501/50/510 . Lot
n the financial statements for the preceding period were audited by predecessop o&:o_”.: Ry

N ? D arty relationships and tr : ...,.. A
nt auditor may be able to obtain sufficient appropriate audit evidence regarding Opening by ¢ the ed P ansactiong

- perusing the copies of the audited financial statements including the other relevant i “ﬁn e e f at least thres exan] eMens ¢
~relating to the prior period financial statements such as supporting schedules to the auditeq mzo“zd tht Ples. [RTp May'2g
! nma_ i

s

statements.
o ? . tions are in the nor o LR

~ Ordinarily, the current auditor can place reliance on the closing balances contained in the finan %_am% o ve.q +ransac o H_:nos.mm of business Hzmﬁ__ ‘

y i ri 0 oot 21 :

statements for the preceding period, except when during the performance of audit procedures f <L E.&_n. her risk of mate e financial statpr o o o

Or the ohid"" " owever, the nature of related Party relatio ement S than simlq

current period the possibility of misstatements in opening balances is indicated. es ; £ nshi

v P nﬁ&« 4 port e e to higher risks of material misstq, :_mm and
P ; ﬁ&h. H 0 **—N
General principles governing verification of assets require that the auditor should confirm that qs e.z__auw_: ith unrelated parties. nenj e
have been correctly valued as on the Balance Sheet date, efs 35&&33

The contention of the management that the inventory has not undergone any change cannot be accepte ¢ xa%_n oar ties may operate through an extensive qnq Comnie

it forms part of normal duties of auditor o ensure that the figures on which he is expressing opinion ; w&_a& with a corresponding increase in the complexity of re|, 3&@&.«. 5
are correct and properly valued. Moreover, it is also quite likely that the inventory lying as it is might _ aané_.ww systems may be ineffective at identifying op mcaa“n &.q& ahi
i ; 4 tion 3 risi
have deteriorated and the same need to be examined. ] H:mo;“ L oficen an entity and its related parties. ng
palanc

party T ransactions may not be conducted under normgl market E._a_ea\ 5

The auditor is advised not to exclude the audit of closing i i i i
e audit of closing inventory from his audit programme. related party fransactions may be conducted with no excl &‘,9 m

| - gxanple, O™
“Dream for success & work for it, L
! ’ ’ . ” mgN oo R 0 . w“...r..<
I'm glad you're doing that Mx“ ditor has responsibility to perform audit procedures to identify, assess and respond 1
e 5

erial misstatement arising from the entity's failure to appropriately account for related par

of mat ; ; :
celationships. transactions or balances. During the audit, the auditor should maintain alerfness
related party information while reviewing records and documents. He may. inspect the reconds or

documents that may provide info rmation about related party relationships and transactions. Explainin
detail with examples. [MTP Sep'24 + RTP Nov-21 + MTP Nov-23]

Solution
During the audit, the auditor should maintain alertness for related party information while reviewing

records and documents. He may inspect the following records or documents that may provide information

tbout related party relationships and transactions, for example:

L. Entity income tax returns.

Information supplied by the entity to regulatory authorities.

» Shareholder registers to identify the entity's principal shareholders.

Stafements of conflicts of interest from management and fhose charge

WM””__..MM of the entity's investments and those of its pension plans. ;
€S and agreements with key management or those charged Wit

d with governance.

o. h moé:nznn.

Audit QB CA Shubham Keswani 163

Audig
QB A Shubham K esy, ani




70/580

5
0 580 ity's ordi se of business. ¥ A 5505
u,uo\,u%\ﬂe d agreements not in the entity's ordinary course of business 3,_5 Q_\em rformed necessary audit procedyppe
ignificant confracts and ag" ity's professional advisors. wtio” o ady P8 BN s like inquiry of i
e ‘* " sices and correspondence from the enfifys p 40 s alr! fings ofter date of financial statements qng R kS
- 8. Specific invoic . he ¢ mee "9 through books e
: b ici ired by the enfity. ; o0 ofter date o 7
9. Life insurance policies acqd! ; ! by the entity during the period. aaa& 5. : ém
10, Sigrificant contracts re-negotiafed Y e pa 7
10, Sigr i i ! id request management and, where Appropriate, ok g A
11. Internal au . : ity's filings with a securities regulator e.g, Prospectuses) he shou tion in accordance with SA580 *yri harged yith governance, 16
12. Documents associafed with the entity X o %1&%3 ; ten Representqtis s
; ,,11%“ e date of the financial statements and for which th 3 hat all events
SA 560 Subsequent Events n%ma%ai T qires adjustment or disclosure have been adjierinpe %M_ovu_n&_n financial
4 K re osed.
wor
; o™ : :
Test Your Understanding * e of obtaining written representations is that eyen after perform ;
Questi ration? < to know all subsequent events. Therefore iti ng abovesaid procedy
- ooyt 2021-22. The company is engaged in ex i not come f 2 +'T1S necessary from an audite
GAIPKGTacobis condicting it of  company for year &4 =0« 8 L o ootk o™ inacknowledgment T7O TATMGSMENt T the formiofi Wt enrepresentatig s
ethnic rugs fo buyers in Europe. The audit is nearing complefion n ao_a _o | iy +.;o§§. i A  which the applicable financial reporting framework requires adjustment or distloswretiove, b0
becomes known to the auditor that one of overseas buyers has made a legal claim against the company ,yenfS * 0 od or dis closed.
on 1st June 2022 for injury caused to a customer of one European buyer due to sub-standard dyes yseg peel adjus
in rugs of one lot of order shipped in August, 2021. The management of company .rom decided fo agpe,  the following is not an example of subsequent event?
%o an out of court settlement of Rs.5 crore fo protect its reputation. The financial .ﬂ&mamz.ﬁ of the 3 Which onn_:i:m * otween date of financial Statements and defe of QTG qmmoxl.
company are silent on this issue. Discuss, how, CA PK Jacob should proceed to deal with above issue. ) gvenf 0 o Jate of financiallstatements)
S nt 0 s - - o ,
o (SM] Mcw M“Ma occurring after filing audit report with tax authorities. Had such an event been known earlier,
c ¥,
: nded reportf. :
In the given case, the auditor has come to know of legal claim against the company before issue of audit quditor would have ame P _

report. It has also come to his knowledge that management of company has agreed to an out of court
settlement of Rs.5 crore. It is an example of subsequent event between the date of the financial
statements and the date of the auditor's report. It provides evidence of conditions that existed at the
date of the financial statements and requires adjustment in financial statements, He should ask company
management to make necessary adjustment to the financial statements. If adjustment is not made by /)
management, he should consider impact on auditor's report. 7y

D

g

o

CA Chandni Khanna is going to complete audit of a company within next few days. She has performedf_
necessary audit procedures like inquiry of management personnel, reading minutes of meetings held afterdd
date of financial statements, going through books of accounts after date of financial statements 1o

Question 2

make sure that all subsequent events before signing audit report have been considered by her. S mrnE
wants to be certfain that no such events have been left out. What she should do in such a situation? Als i
discuss the rationale of doing so. [SM] L

=
e
D
=
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1

Event o curring during course of performing audit procedures after date of financial stafements.
(d) Eve

Past Exams/RTPs/MTPs/SM Questions

w“nMMoMMESQ auditor of DEMA Private Limited for the year Nomm-ww. The company has three plants
inIndia. He is nearing completion of audit procedures relating to financial ﬂamam:.a for the year _“.n_”.
audit and has yet to sign audit report. Meanwhile, a huge fire had c..,o_@: out in ozw of v_e“m M_.w“ M.
company located near Nashik on 25th June, 2023 damaging substantial part of machinery and w

g 134 e e
process resulting in loss of about ¥ 5 crores. Unaware of the incident, he is in process of finalizing
report in first fortnight of July 2023.

nt appropriate evidence for

- i ficie
Stafe few audit procedures to be performed by him o obtain suffi on. [WTP May24 + July-21]

. . o s
identifying such events. Also explain auditor's responsibilities In ThisEtie

Solution |
plants of company on 25th June, 202

I ; :
the given i s of 5 crores. The auditor

des
hag

fuation, a huge fire had broken ouf in one of
10¥ing substantia| part of machinery and work-in-process
Tt to sign audit report,

esulting in los
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. G
on to perform any audit pro,

AT

cedures

r . . ’ 44 m A 2 . 9 SO oo <
he should perform R a&: e e 9btqip mﬁ__.:w: o’ on ® gs "o %:mai ort. However, when, after the aag_a,:f
S n__ h events have been identified and are 9pPropriatef, ref| *_aea Wi :ra quditor' PO issued, a fact beco _,8‘5«&,:59&;&“
) G LEEa hat all sUC Rot, %0 f r ments are 4 mes »o.*——nn&
iate audit evidence ¥ S e g state b :
A ancio uditor's report,
incial statements: - subsequent events have occurred e m:._ : *_%” L+ the date of M_,.mn”“moz 8 ”woéﬁwcorﬂ.,‘n Ss“m& 1
: - i itor’ I lon, ]
+ TInquiry of management s:&aq ewoszna management that have been held aftep date of p %ﬂ ; aa_ss P quditor's @ 9 [MTP _
» Reading minutes of the meefings 0 i M_aemm& af such meetings for which Mintes nsf 10 it m%_a : :
inquiring about ma re . .
statements and inquiring @ hy :
Sk erform any audit procedures reqard: L
e pinterim finoncial sfaferen’s %_as:. has o_u__m.ero: *vaosné—. when, after the %.anm“_. “_,”m ﬂum.*__._a_n_o_ a g R
+ Reading entity's latest subsequen from management in accordance with SA 580 e a__m_sﬂ e quditor’s report: s r?ﬂ\cnnoa& o Em_a...m_.ovoa.r:.rm@.d&\»
Lz . tations fro i entsarei ; N 10 the auditor that, had it bes %
» Gt gt il stafem s +had it been knoun
A Wi {he . financ!d » date of the audifor’s report, may have caused the auditor to amend the audit
lo of subsequent event occurring beween date of financial statemense w " porat | e
The sifuation is an exampie 0 -3 ; g ol g g
m&o of audit report requiring disclosure in financial statements. The n&.:.o_. “R ﬂ_ R%o.aa. tyty 10 :_1 the a&:oniwa with management and, where appropriate, those charged with
obtain sufficient appropriate audit evidence whether such an event requiring disclosure in ?s_sa_ cep? s the ma

M_Q_ E-—M IS appro D—N_ (2 _NG_NQ n ___n:ﬁ_o_ M_D_N e —_m U 5 _‘._ r 4 e inanct JN& a gﬁag_ Qa _*mo
(/5 ne ;‘TN_ e

b pefterm anagement intends to address the matter in the financial stafements,

& . TOE m
Quest C x
| o Th sibilities of i S
p T ; : o imi -li ; sponsibilities B PR
S .8383. o ; ._323_ question - Events” deals with the auditor's responsibilities relating to subsequent 4
auditor include reviewing financial information and performing detailed tests on transactions gng . mcvmmacm:* sequent event:

balances. He is also responsible for compliance with laws, regulations and external requirements, During sA m”ﬁ_“ of fin
the year 2022-23, services of an employee of company were terminated. The said employee had filedq 010 the date 0
suit against the company in respect of certain compensation dues amounting to Z 10 lakhs which werenot ~ 9fte" nts, Expl
paid to him. Based upon advice of legal counsel, the company had made a provision of 2 10 lacs in financial cAG
statements for year 2022- 23, However, somewhere in June 2023, there is an out of court settlement

| | 0o il i eventsin
between company and employee for Z 6 lakhs, The statufory audit of company is under progress and audit Solution «subsequent Events” doals with the/auditorSTesorSTIl e m:gg_._ma:&
report has not yet been finalized, How internal auditor should haye proceeded in situation? o SA m%\ f financial statements. Financial statements may be affected by certain events that occur
[MTP IT May'24] %) an audit 0
Solution

ol statements. Financial statements may be affected by certain events that occur

A . . ) &
%M the financial statements. Many financial reporting frameworks specifically refer t
ain those events and also define subsequent events. [RTP Nov-21]

r the date of the financial statements.

% rks specifically refer to such events. Such financial reporting
inanci [ wo
Subsequent events are events occurring between the date of financial statements and the date of the Many financial reporting frame

inarily i i vents:
auditor’s report and facts that become known to the auditor after the date of the auditor's report. In Q frameworks ordinarily identify two types of e

inancial statements; and
| [ [ iti xisted at the date of the financia
the given case, the company had already made provision of 2 10 Jakhs in financial statements for year 4= (a) Those that provide evidence of conditions that e e i
e -E (o) Those that provide evidence of conditions that arose affer
M
However,

e reader that the auditor has

there is an out of court settlement between the company and employee for 2 ¢ Jakhs. T+ is arr mes aware and that occurred
: co

I o0 i th
SA 700 explains that the date of the auditor's report informs
example of event which provides evidence of conditions that existed

i ; . i ditor be
7 ; at the date of financial statements (1) “"sidered the effect of events and transactions of which the au

e, 31st March, 2023, It provides evidence on adjustment in provision amount already made in financial 1o that date

statements, m .

rl e date
Therefore, internal auditor should ask management to revis

) Stbse : he date of
i Juent efween the
se provision downwards o 2 i _H"_ events refer o events occurring b

et = e augito the au
financial statements are in accordance with applicable accounting standards, ‘ O “duditor's report, and facts that become known fo

- aaERON

the financial ctatements and th A%
ditor after the date of the auditor
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e eport but before the date the fingp _
fnealdirs et i known to the audit a Staten,

Ldifor that had it been kn O 0t the g
A auditor to amend the auditor's report. In this o t
e

Ntexy
Srare mmm:@&._v Can it be _D+N1 ._.IQB ._.IN QD,—.N of v_ao

,ﬂwn.. ,sm,umows_.g.nwos the dateo ;
._&cm a fact becomes kriown fo U -
r« uditor's report, it may have cause ;
S ..81* by "Date the financial ms_.oaﬂg o
o&:%w report to the entity? (MTP Sep

he d
' 5_5
593

Solution Gl
Meaning of "Date the financial statements are issue

flects the date that the auditor's report and audited financial statements are made aVailgh, i
It reflects the da

piiciparties. : on the regulatory enyi

. ._..”n date the financial statements are issued generally depends g Y enVironmens
the entity. )
In moaaN_.ncamaﬁﬁ the dafe the financial statements are issued may be the date thqt they qrg

. ’
filed with a regulatory authority. : e

'« Since audited financial statements cannot be issued without an auditor's report, the date that the
audited financial statements are issued must not only be at or later than the date of the auditor's
report, but must also be at or later than the date the auditor's report is provided to the entity,

of

Therefore, “date the financial statements are issued” can be later than date of providing auditor's
report fo the enfity.

Question 6
CA Rashmi is the auditor of ABC Ltd. for the financial year ending 31/03/2024. The audit report for
the year was signed by her on 19/04/2024. On 25/4/2024, the company received a communication from
the Central Government that an incentive amount of 2 5 crores
approved. It was paid to the company before the end of Apri
company were not yet issued to the shareholders.

The Board of Directors wished to include the inc

entive amount in the financial statements and requested
the auditor to issue a fresh audit report for th

e year ended 31/03/2024.

Analyze the issue involved and give an overviey of the auditor's responsibility in such a situation

Solution

fo perform any audit procedures regarding the financial statements affer the date of the auditor
report,

Audit QB CA Shubham Keswani

_..35 Wiy, .
o oxs o A: ;

o |

O
[Sep24] €10

,"Subsequent Events", the auditor has no obligation (L}

el
*

80 .
\m._.rw date of the auditor's report byt

o known 10 the auditor that, haq it
m

before fr

been knowr +

80~ oy have caused fhe auditor to ameng fy, ea_w_ww» eport, th

di ; R%}ao:n_. with ao:om.mani and, where %E.%aap_:_a.nm i

us* i hether the financial statements need amendment and, if s, -

maﬁaﬁwsza%ammami intends to address the mattep i }o.msas_..&

ire 4 <
i) 70g" s the financial statements, the auditon sy 8_.2 i
¢ a%a%ﬁn*ﬂnM?ncamésnmm on the amendment. os. he

:«%%Q | RO i

ditor shall extend the audit procedures ang
aud!

Provide a ney g diforiars
her' o statements. However, the new auditor's rep torsire

ort shall not be dteq or-
m i : dated
| of the a ended financial statements. earliep
0

f Case 4se, ABCLTd. received an amount of 2 5 crore on account of incentives pertqipi
; masﬂ. ¢ ao.: th of April 2024 i.e. after finalisation of financig| statements and signing of
e ¢ the issuance of Financial Statements to stakeholders. The Board %2833&38 <

amend the financial statements and requested the CA. Rashmi (auditor) to saan_nﬂ_ﬁ
Ltd. wished T0 a fresh audit report on the financial statements fon the year endedon 31.03.2024
d issue :
w<n=* n:

ek
9\:%&&.__ ing the conditions given in SA 560, CA. Rashmi can isste niew audit report stbject fo dafe
%;3%

+ which should not be earlier than the date of approval of the amended financial statements:
qudit repor

SA 570 Going Concern

Test Your Understanding ‘
2 . . L epe

M,___”_”M course of audit of a company, CA. Varun Aggarwal notices that ﬂ:aga\ _Mzamn_ﬁ__m:”_w“n_”_n__ﬁ__“
skilled labour shortages resulting in hampering of %Q.o:ozm.& .83.%3. mn Moﬂvcuxozn&n i
isdependent upon skilled labour coming from villages in certain districts H.,_n o.m er s ,“.33 il
1% opportunities available near villages now, many are nof 55@& in .mos@m s
Hilages. Such q situation has led to company not being able fo keep its commitmen .: et
falinits revenues. Fixed costs of the company remain af a high level. >M oh,wwﬁ__,? i e
¢ty crunch and is not able to pay its creditors on fime. The g.:_aa M *M“ <M_, Lt
10 help the company to tide over liquidity crisis. The auditor is having dou LS et 0
of the ompany. How should management of the company fry 1o address au

. 25
vgn&cwnm may be performed by auditor in such a situation? A+>>._.v Jan'25)
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L
_ My Ry
o &B.._ww—also_& skilled labou
%&m. company are examples of

iqnificant doubt on the entity’s abi

r, inability fo pay creditors on time and overall [iqy; ditye
: . .. 1. .

events or conditions that, individually or no__mn+m<m_< isig ?f
lity fo continue as a going concern. /Moy -

hould try to address auditor's concerns by preparing its £, o
ast showing inflow and outflow of cash. sy .
ding liquidity crisis being faced by the compq

i ‘u,u._w._n: a situation, management s
~ qction including preparation of cash flow forec
forecast should address auditor's concerns regar

e EE_ :
Cash
ny, 5

The auditor should perform audit procedures to evaluate the reliability of the underlying datq 4, o

the forecast and determining whether there is adequafe support for the assumptions czamls.zmgz
forecast. The auditor should also consider whether any additional facts or information haye . 9 the
available since the date on which management made its assessmenf.

mnoam

Past Exams/RTPs/MTPs/SM Questions

Stay fit Private Limited is a start-up that has been in business for about two years. It runs an applicat;

which provides valuable information pertaining to nutrition and helps its clients fo access custom -
healthy food. The company's revenues are expected to grow in the coming period. Although com -
_..nm_naoa net losses in its financial statements for the last two years, it has managed to " Ja
financial commitments. The financial statements for last two years were prepared on going S:nu mmh :Am
of accounting. The management of company wants to follow the same basis of accounting for the MUQMM

_:—Q__ﬁ_n_M_Q_N_:ﬂ___h“ ﬁ::_ MNVN—V g o

Solution [ )
W
@

4
o

g concern, that is, as continuing in operation for *:mn

@

As per SA 570, “6Goi “, goi i
p ,"6oing Concern", going concern is one of the fundamental accounting assumptions

* The enferprise is normally viewed as a goin
foreseeable future.

It is assumed that th i i
i ) e enterprise has neither the intention nor the necessity of liquidati
rfailing materially the scale of the operations Al (T

CBQN_ : e QO:‘_ concern _UDw.m 0‘ account 1._ % tat ts are prepared or *
n .: mern
m ! I @. e _.30305_ starements p v ﬂ

assumption that the entity is a goi
going conce " . . ;
Atre: 9 rn and will continue its operations for the foreseeable] !

General purpose financial
statements are i m
. prepared usin i i .
unless management either intends to liguidate the entit B s 5

lternative bufFo d5test y or to cease operations, or has no 18__.5_.0_”_...__
e

-
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5 mo\mmo\ . company has reflected net fogg, - ",
- ancial commifments signifying ts nz::.. .”_e_n Sta

d to grow in the coming perioq H%m”_.sq anwﬁ

e s that p

N9 materiglly scil

T 2 *
Y 4
€ of ope

¢f0 b ing
1ef Rk

B*& ¢ e " Zalmes

 of The management for following going Concern bag;
'S of accoynt,

op gl o ficance of going n.o:nQ.: is due to its effoct on the E.%e.&“ ) o
 otherwise of an enterprise fo be Viewed as going concern gffgese ””“_ e
(0 S I1S preparati,

>c___»< . AT

e

oused £ the mo:_m. Szmng basis of nnnomzzé is appropriate, assets and bl e

When™ _ that the entity will be able to realise its assefs and discharge its liabilit i Pam« j

ies in the :

 business- it .l_usa -

an enterprise is not viewed as a going concern, the financial statements are prepared on auidat
hen e example, inventories may need to be written down as these i mo_n,?vn.s iquidati
.

pasi - oy have +o be recorded af the likely prices they will fetch,
psse

Question 2 PR : B
genent's assessment of the entity's ability to confinue as a going concern involves making @
?%aani about inherently uncertain future outcomes of events or conditions. What are relevant

factors fo that judgement? [Jan-21] ‘..

Solution
Nanagement's assessment of the entity's ability to continue as a going concern involves making a

judgment, af a particular point in time, about inherently uncertain future outcomes of events or

conditions, The following factors are relevant to that judgment:

7 The degree of uncertainty associated with the outcome of an even
significantly the further into the future an event or condition or the outcome occurs.

~ The size and complexity of the entity, the nature and condition of its business and the degree to
which it is affected by external factors affect the judgment regarding the outcome of events or
conditions,

t or condition increases

ble at the time af which the judgment
udgments that were

~7

Ay judgment about the future is based on information availa

' Made. Subsequent events may result in outcomes that are inconsisfent with

re
SSonable af the time they were made.
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4 4 \...x.;... i TS eI SR } o vl
TR imitations on the auditor's qpr..
potential effects of inherent limit e or's nv___? o 5,
A future events or condifions may cause an entity . 1%
itor's responsibilities with regard - 0

n 5A 200, the
misstatements cre greater for

sitor's respansvltes o

¢ : unting in the preparation of ;

management’s use of the going concern basis of accounting the 35_&
ements, end : :

M““ g S, on the cudit evidence obtained, whether a material uncertainty exjg Qo

the entity's ability to contirue as a going concern.

.xs.ﬂn. as described in SA 200, the potential effects of inherent limitations on the auditor's abil
1o detect material misstatements ore greater for future events or conditions that may cause qn enty
10 cease to continue as a going concern. The auditor cannot predict such future events or conditiong

Accordingly, the dbsence of any reference fo a material uncertainty about the entity's ability to contiy,
as a going concern in an cuditor’s report cannot be viewed as a guarantee as to the entity's ability t,
continue as a going concern.

V/nile doing E._pu:. of ABC Put Ltd, on the basis of sufficient and appropriate evidence, auditor comes to
a conclusion that use of the Going Concern Basis of Accounting is appropriate, but a material uncertainty
exists, Discuss the implications for auditor's report if:

If adequate disclosure about the material uncertainty is made in the financial statements, the audit
| snall express an unmodified opinion and the auditor's report
heading “Material Uncertainty Related 1o Going Concern” " 4
a. Draw attention 1o the note in the financial statements that discloses such matters,
b. State that these events or conditions indicate that a

significant doubt on the

is not modified in respect of the matter,

0: -

material uncertainty exists that may ca
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3 \\1‘3
i II
pase T s

o8 000 Ry

f.{

1) toobtein sufficert cppropriate audit evidence regarding,and concluce on, the approprigg,,, - |
a ° t

() Adequate Disclosure of a Material Uncertainty is Made in the Financial Statements %
() Adequate Disclosure of a Material Uncertainty is Not Made in the Financial Statements Q
| [RTP Nov-21 + \s&-mﬁ
: Solution
“ ; L% -
,m erigl Uncertainty is Made in the Financial Statements (1)
|

shall include a separate section under }mﬁlﬂ
o
@

entity's ability to continue as g going concern and that the auditor's opiniong_

g
S

Ex

s not mage

Jified opinion or AdVerse opinion,os appreprigy, ¢
a gy s

o b i for Qualified (AJVerse) Opinio sectionof e g,
10 1h° wnm oxists thaf may cast significant doubt on 4pe entity's
b. o alasﬂ +hat the financial statements do not adequately
orn an X
con .

ek

qudit of BYN Limited, CA Y notices that company has lost gne of
mers. Additionally, several highly successfy| Competitors haye
 company- Despite :.5 existence of materig| Uncertainty, n.>_,<wwm&umrvﬁo
qm_.%m of accounting ovmnovzan for preparation of financiq| Statements. The conac
material uncertainty in notes fo accounts adequately. How should he deg)
Mﬂm_ﬂnﬁ%olw (RTP Sep24)

570,'6oing concern”, if adequate disclosure about the material ncertainty T
| statements, the auditor shall express an unmodified opinion and +€.Bawa....¢_wn!&1e&&m i

+e section under the heading *Material Uncertainty Related to Going Concem®™ o
include a separa’ +o the note in the financial statements that discloses such matters,
o, Draw oimzuﬂm% events or conditions indicate that a material uncertainty exists that may cast
b. m,aﬂ. Mﬂﬂ%cg on the entity's ability fo continue as a going concern and that the auditor's opinion
: ed in respect of the matter.

mﬂb:ﬁmn

signi
is not modifi

Mﬂumo”z“ioi auditor of Boom Payments Bank for year 2023-24. During the .,\8_.~ S:r___“m =M4§_n_“<om
has imposed restrictions on Bank from accepting new deposits %.m fo :o:-noa_..__pz.nn _“.no i h&.__
inlarge number of accounts and violation of rules aimed at preventing GEQ laundering. M_ i
incertainty regarding probable outcome of such restrictions on %__3..3“ Bank fo cM”_“ frotetse
concern. However, for year 2023-24, auditor has concluded that use of m.o.:m concern i
Sappropriate. The financial statements of Bank do not make adequafe a_mn_o.ms_w of ma @“2. e
% to above events in financial statements. What are implications for auditor's report fory

%in view of above? (MTP May'24)

Solution .
; estrictions due o
As descripe : ] lator has imposed ™
ibed in i : : i estion, banking regu ; events or
T the situation given in the qu terial uncertainfy of such
e

: : is ma
With regulatory requirements and there is 17



; L t has identified eyente .
1 ability of Bank fo continue as going cone.. Wiy i _W_ nagemen 'ed events op
ot h

: plo S
iqnificant doubt 0 : cern, ek :@.:_n entity's ability to T
cast asignif ,_Sa* nake adequate disclosure of material uncertainy acnreai | T %*_.‘M%* Joubt on the ty's ability to continye
f do no 90 oty i ;
R e o*wosx : aao: ¢ ther™ or
inancial statements.
; i s not yet been performed, -
i 3 tainty is not made in the financiq| staten, _ mnmmani ha ,\. . the augj
m disclosure about the material uncer ents, the n 65 ded us® of the going concern basis of account;
1 .o%n_co,o : ; nten st that, individually or collectively
~ auditor shalk . inion, as appropriate, in accordance with SA 705 itions €1 p
' Exoress a qualified opinion or adverse opitof, 72 7 itonsizeportiStar n a.going concern.
fgsvee fied (Adverse) Opirion section of the QuGITor's report, state that q nue 95
i) In the Basis for Qualfie et doubt on the entity's ability to continue o A .5_ R,
uncertainty exists that mey g dequately disclose this matter $oing G e g
ey ts do not adequa 0 : : 2 e
concern and that the financial statemen P ompany, CA Kartik :.nm :3.52_ that COMPany's turnyer v
[ ears due to loss of its major markets ng et
- Thad sl ot threeY' S, €Y Customeps T
Questn T al events or conditions that individually or collectively, may cast %:583 neW vg%n» am<m_ov3M= : F““ o:anhm Jreinoy; willing o _Q.a. fi
Give examples of *seﬁ._m_ Rietile  concern. [MTP May24 + RTP Nov-21] * fund 4 v_.onn%qmm need to be per o._.an Y CA Kartik in accordance
doubt on the entity's ability o continue os a going j ool udit | identified? (RTP Jan25)
aa_g :m:f_o:m are |
15 or €0
Solution - BEAES o !
The following are examples of Financial events or conditions that, individually or collectively, may casy e romens and inability o ot AN A
significant doubt on the entity's ability o continue as a going concern : .s_s_m A markefs, key ncm g e o/\mm - " Tinancing for new progt devel,
v Net liability or net current liability position. smo_& of evenfs or conditions that may gniticant doubt on the n::im,nz_ﬁ#
v Fixed- i oaching maturity without realistic prospects of renewal or repayment: | exomP 4
Fixed-term borrowings appr g ty e \
or excessive reliance on short-term borrowings to finance long-term assets. qing <0 ,
¥ Indications of withdrawal of financial support by creditors. +son conditions have been identified that may cast significant doubt ity S:.J,.m, o
. . . . . . . . . M 4 ¥ S it \,rvnﬂ.\
¥ Negative Mummﬁ_zm Q_m: flows indicated by historical or prospective financial statements. 1f _”,””“n <5 going concern, the auditor shall obtain sufficient Ppropricte it evidence o dopes Ll
¥ Adverse key financial ratios. o e

Cother or ot @ material uncertainfy exists related to events or conditions that may cast ui.m&?
whe: (

Question 8 () dubt on the entity's ability to 833:.». D going concern through performing additional audit
When performing risk assessment procedures as required by SA 315, the auditor shall consider Srm}mmh; procedures, including consideration of mitigating factors.
events or conditions exist that may cast significant doubt on the entity's ability to continue as a mo_.mm.,_
concern. In so doing, the auditor has determined that management of XYZ Ltd has alread ‘
preliminary assessment of the entity's ability to continue as a going concern. Explain how 0. Where management has not yet performed an assessment of the entity's ability to continte as a
of XYZ Ltd proceed in the above case. Also explain how would the audifor proceed if such

an assessmenfld | gaing concern, requesting management to make its assessment.
has not yet been performed by the management. (RTP May-21) =

y performed@=y| These procedures shall include:
would oca:on”

b Evaluating management's plans for future actions in relation to ifs going concern assessment,
Whether the outcome of these plans is likely to improve the situation and whether management’s
Pans are feasible in the circumstances. i

o Where the entity has prepared a cash flow forecast, and analysis of the forecast is o seirsl

. : g t's
factop ip considering the future outcome of events or conditions in the evaluation of manageme
Plans fop, future actions: -

ﬂ Saluating the |,
[}

Solution

dia

e

When performing risk assessment procedures as required by SA 315, the auditor shall consider wheth

events or conditions exist that may cast significant doubt on the enti
concern.

e
ty's ability to continge qs q goi

In so doing

, the auditor shall determine whether management has already performed q prelimin

assessment of the entity's ability to continue as a going concern, and:
Audit QB CA Shubham Keswani

the forecast: and

: ing the forecast.
ther there is adequate support for the assumptions undertying
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N eliability of the underlying data generated to prepare
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Ch-9SA 550/560/570/580 b
m..._h Considering whether any additional facts

@ i .
i——.ﬁ_— mana 0—:&5_ aDQ@ _—m amﬂmmaﬂz_ .
_ i itten Nv esenta mo_am om aﬁsﬁmmamz 03Q~ ET_ re DﬂﬂﬂOV]Q* 4

e. ”@DC@M_—S WI : repr t f __ _ e

regarding their plans for future actions and the feasibility of these plans.
governance,

. ? ~I
or information have become availab)e msnmo”_: With
e
)

re.wma Wi

=

stion 10

:F‘l%l

Kundan, a CA student, is part of an engage

4 : n
ing completion. He notices that engag . cash fi
are nearing comp welve months from date of financial statements. Keeping in view qp

ment team conducting audit of an entity. The qugjt

vvonmac_,
ment partner has asked for a cash flow fop D

Nnnﬂ. ?oa

management for next f OVe, angy,
the following: -

i) Discuss likely purpose of enga

such testing being performed by engagement partner. |

ii) State any two audit procedures in relation fo cash flow forecast likely to be Performeq b

gement partner in the above situation. Elaborate upon m_.mamsznm -

engagement partner. (MTP May'24)

Solution
In the given siuatior, the engagement partner has asked for a cash flow forecast from management f,,
next twelve months from date of financial statements. The audit procedures are also nearing completion,

Therefore, purpose of engagement partner in requiring a cash flow forecast is to obtain sufficient
appropriate audit evidence regarding and to conclude on appropriateness of management's use of going
concern basis of accounting in preparation of its financial statements.

Further, his purpose is also to conclude on basis of audit evidence obtained, whether a materid
uncertainty exists related to events or conditions that may cast a significant doubt on ability to entity
fo continue as a going concern, and to report in accordance with SA 570.

The significance of testing going concern assumption is due to its effect on preparation of financial
statements.

When the use of going concern is considered as appropriate, assets and liabi

ties are recorded on the
basis that entity will be able to realize its assets and discharge liabilities in normal course of business.

In case it is not so viewed, financial statements are prepared on liquidation basis,

Hence, testing such an assumption provides evidence to auditor whether use of such assum
appropriate or not.

ption is

Two audit procedures in relation to cash flow forecast likely to be performed
* Evaluate reliability of underlying data generated to prepare the forecast

Audit QB CA Shubham Keswani
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. A .
& fi - wha Scenarjo? GE

or
%m_

ion X illing o make or extend its assessm
s oment 5 L lications f SNt When requesteq 14 gy o by the augi
i mandd hall consider the implications for the auditor's report e auditop,
+or' S
cm_*oﬁ.
the e, o ¥ &N
situation. @ qualified opinion or a disclaimer of opinion in the auditor's report b
a ) ] ;
n aﬁ:. +e, because it may not be possible for the auditor to obtain sufficient %2%13“5“&.”
ate. ] : ;
%v%ﬂ_ oqarding management’s use of the going concern basis of accounting in the prepangtion of :._
idence s e
M.aaa_ statement
|
MCQs

ichof the following is not an m.xaav_n of events or conditions that may cast significant doubt on the
\Whic bility 10 continue as a going concern?
ity ¢ i ial ratios
(o) Adverse ke rzo:n_ﬁ._ dernisation of plant
o) u:ovm_:.% to invest In Mo

EHEE_E to pay creditors on time
(d) Inability To pay salary of staff

'}
)

D

SA 580 Written Representations

Question 1 ‘
Explain the objectives of the auditor regarding written representations. [Jan-21 + MTP Oct-21]

O
e tton

O The objectives of the auditor regarding written representation:

ns from management. Also that management believes that it has
feness

sentario

(0 ¢ Toobtain written rep: the comple
fufilled its responsibility for the preparation of the financial statements and for the comp

(1) °ftheinformation provided to the auditor;

ifi tions in the
m il SUpport other audit evidence relevant to the financial statements or specific asser
i financigl sfatements by means of written representations; and T
& T : : : . anagemen
E 2respond appropriat ly to written representations provided by mandg

n 3 :
= of provide the written representations requested by the auditor.
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_ ‘ .,..._.. ts to re-confirm certain matters and h i
S ditor of B Ltd. He wan : as
o is re-appointed as the au <ations for the same. Under what circumstances can q, 9“_“_2 fhy

COREES, en ;
to give written repres inavor v UG
; i and understanding of responsib ,
ent to reconfirm ifs acknowledgement PonSibilities . s_._.zp“”

entations draw on the agreed acknowledgement and understanding of Managen

; . p ent
 its responsibilities by requesting confirmation that it has fulfilled them. The auditor, CA K of BLtq o
.,.,.__m.. x management of B Ltd to reconfirm its acknowledgement and czmmagsaim of ;Hé
“also x

~ responsibilities in written representations.

This is particularly appropriate when:
a. Those who signed the terms of the audit engagement on behalf of the entity no longer haye the
relevant responsibilities;
b. The terms of the audit engagement were prepared in a previous year;
c. There is any indi:ation that management misunderstands those responsibilities; or
d. Changes in circumstances make it appropriate to do so.

Fele

The auditor P of PAR and Co., a firm of Chartered Accountants is conducting audit of Kapur Industries
Ltd. The auditor requests management to provide Banker's certificate in support of Fixed deposits
whereas management provides only written representation on the matter.
Discuss how would you deal as an auditor.

OR
Although written representations provide necessary audit evidence yet they do not provide sufficient
appropriate audit evidence on their own about any of the matters with which they deal”, Discuss. [SM]

Solution

Alth i i i

; ocm.: s:._im.z Rw_.mmmio:ozm Provide necessary audit evidence, they do not provide sufficient
vv-..o_u:ﬁm E.a;. evidence on their own about any of the matters to support other audit evidence to

confirm certain matters or provided to the audito

sl r written statement by management with which they

Furthermore, the :
fact that management has provided reliable written representations does not affect

the nat gt
ature or extent of other audit evidence that the auditor obtains about the fulfillment of

management's responsibilities, or about specific assertions

Audit QB CA Shubham Keswani
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U Vil
e,

3
Be
q_nx “Tedto haye o ¢ -

/ T problem, th e
he given , The auditopy, P S
ove 10 the 9 itop Would fypgp, 13

s certificate in support of fixeq deposits g &
e

#

r
o Bank®

ny. w&%n.s.%_&_oa he asks
Management o fulfilleg ;
wants mq

y IS about to complete audit of o compa
pitten representation confirming thqy
ation of financial statements. He qs,
he necessary information and complet
is seeking irrelevant documents neqr t

ﬂﬂmvﬁﬂ
£ all 1

anzomnami is not proper. Audit evidence obtained dypj
¢ responsibilities regarding preparation of financial stfemente and. aboy
about infg

m.?o:mon:ozmmm:&mm.. .
&Sav_ﬁmzmmmo :.n_mis_;osogi irmation from
+hat it believes that it has fulfilled those responsibilities g 8_4_314_8&3 ,

< ¢ because the auditor is not able to judge solely on other qudit evidence whether o ol

presented the financial statements and provided information to the igement

; auditor on th b
d acknowledgement and understanding of its responsibilities. In case of &.HM.HM_M

Thi

of the agree

Th

nanagement 10 provide such a confirmation, it may lead to disclaimer of opinion by the auditor,

Question 5 TR
Written representation about management's responsibilities involves confirmation of fulfilment of

nonagement's responsibilities in the preparation of the financial statements providing the relevant
mwaaaa_.g and also informing about completeness of transactions. Explain. [MTP IT May'24]

@

==80lution

_Dizs representation about management's responsibilities involves confirmation of fulfilment of
lagement's responsibilities in following areas: -

e

. 8DPreparation of the financial statements
e auditor s request management to provide a written representation that it has fulfilled its

_n_.,w”voamz__é forthe preparation of the financial statements in accordance with the applicable financial
orti ;

m A framework, includin where relevant, their fair presentation, as sef out in the terms of the
.rn_._a: 2| Q\ '

presentation of the financial

: :
e 1o s responsibility for the preparation and
siness, management would be

fements gng %
" ond its responsibilities for the conduct of the entity’s bu ? A
firancig icient knowledge of the process followed by the entity in preperitd n”s”oa
 stafements ang the assertions therein on which fo base the Written representations.

Uiy
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._ 0/580 iR
it 6057 : i
A 550/560/570/580 ¢ A Leg m%\m A _
) : tpansactions My op :
I ion provided and completeness 9 . ; ilh 9 auditor of a company.
,._H=Mo§a*_,o Il request management f0 provide a wriften representation that: - 0 M____Ra__ “ the &&EMQ* W %&_.,\* He has completed
auditor shall 1 : ; i 4. Be report, wri
,anw has provided the auditor with all relevant information and access as agreed in the terms oA E_%__:« 0 the management of the noavmi oﬁ. e represn
ot ol ined fro" hether the written 155 the signif
audit engagement and y g h g %a___ Also state wne e writfen representas:
: d are reflected in the financial statements. 02" yions: 24 ations gptq
i) All transactions have been recorded an AT p Sep24)
i) All 3 aunaa or-not- (R
T ay ﬁﬂoﬁ A_‘ 4 "
ion 6, : op wyritten Representations” the date of the ypi ;
The management of PQ Ltd. changed during fhe period under audit. Mr. & an auditor, at tin o 5 mmo.cu“,\ ot after, the date of the auditor's _.%olzozs PERreSentations shaf b s pegr
receiving written representation on the management responsibilities from the management. sam.g A wawza%_m 1o, oreser +ations are necessary audit evidence ;M .:_M financiq| statements ne.ﬁ.
. i : In . re g auditor's anin: : :
dilemma related to the date of and period(s) covered b the written representation. Fyptp, ¢ v.za writte” " epart cannot be dated before the date of the nsipition cannot be expressed
Moy S ditor s Written reppesent afiors 2d,

ive written representation from the date they took 4
Ovep g

management was of the view that they cang
ment were managing affairs of the company, gy o
e

the auditor must consider events oceurring up to th
e

and not for the prior period when old manage s
i in thi ct. (May'24 more: - : - e date of ¢ A
auditor & the management in this respect. (May ) 21:.«.@ z. eqire adjustment fo or disclosure in the financial statements, the szi” auditor's repopt
ut icable to, but : representati
Solution 1 Jated 0 near as P’ acticab not after, the date of the auditor's ot ozv:a : q“”o”
are Ci
As per SA 580, "Wiritten Representations”, the date of the written representations shall be as neqp & %gaga.
practicable to, but not after, the date of the auditor's report on the financial statements. o0 CA Manoj obtained written re :
The written representations shall be for all financial statements and period(s) referred to in th,  Infhe given Sgenal o presentations dated June 29, 2024, from the
auditor’s report. J _._émami of the company before signing the audit report on June 30, 2024,
o
Furthermore, because the auditor is concerned with events occurring up to the date of the auditors  From e above is can be concluded that written representations have been obtained appropriately.
reporf that may require adjustment to or disclosure in the financial statements, the written

1mv1w.mm=z._:o=m are dated as near as practicable fo, but not after, the date of the auditor's report on Question 8
}naznzns_ﬂamagﬁ. 953:6 audit of a company, CA J ack obtained written representations from management _.omna_s

ol known instances of non-compliance with laws and regulations that should be considered in the

The writtenr i ; - [({p] ; - A

e agﬁﬂwanﬂ:“a“ﬂoa are for all periods referred to in the auditor's report because management ERES:.S of the financial statements. However, during the audit, he observed that the information
irm that the writ Nl : 3 ! ; P e SR

ritfen representations if previously made with respect to the prior periods _ﬂ.qa,‘a& in this regard was incomplete, and the audit evidence indicating such non-compliance

remain appropriate.
=4 rtradicted the written representations, casting doubt on their reliability. How should CA Jack proceed

e . Dizm situation? (MTP I Jan'25
m_“,._n:o:m may arise where current management were not present during all periods referred to in the n A :
; 0
ec. Moam report. Such persons may assert that they are not in a position to provide som Il of +erﬂ.|.”__mo_smo=
written representations because they were not in place duri i i .
ur, i i !

diminish such persons’ responsibilities for the 18”9.9_ 23“” }W e T n.lﬂ;;m i ooy s mareosg g g i o e e rseate ey

e !

nts as a whole. T¥tnon-compliance with laws & regulations. If the auditor has concerns about the competence, integrify,

Accordingly, the requirement for the audi

/ tor to request from th . s i

the whole of the relevant period(s) still applies. i emuriffen representations fhat cover QM Nales or il igence of management, or about its commitment fo or enforcement of these, the
m 4tor shall determine the o ffect that such concerns may have on the reliabiliy of representations I

n view of above, management is required to provide the written representation for all the pebiod E evidence in general
eriodas even !

when current management were not present during all periods referred to in the auditor's p -
eport,

Cledboe oir. .
s sznﬂ SiTation highlights that auditor has obtained audit evidence re
IS'inco

Mitten hSistent with written representations in this respect cés

| VED €N ey .
4180 Mgy “Presentations, 181

|ating fo non-compliance with

ting a doubt about reliability
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il

“

._ tation”, if written Rv_.ﬁnsazozm are 58&52: Wi
e Ton.« dures to attempf fo resolve the matte,,

auditor shall reconsider the assessment of 4 . 3
its commitment fo or enforcen Mpes

ent of dﬂfx.

Udit , .
Sacx_h

ligence of management, or of ¢ .
hat this may have on the reliability of representations anq ,

~ undshall determine the effect ¥

T :ﬁ L&:o_. concludes that the written representations are not zw.__wc_n.. the auditop shall 4
3 %_.._.%1&@ actions, including determining the possible effect on the opinion in the auditop's o L_r
IR d B A 4 2

accordance with SA 705, *Modifications fo the Opinion in the Independent Auditor's Reporg Ess
...82.& to the requirement of disclaimer of opinion.

PRI
>_wam Associates are the statutory auditors of Deluxe Ltd, for the FY 2020-21, During the Colse o
audit, CA Akash, the engagement parfner requested the management of the company to provide Writtey
representation with respect fo valuation of a fransaction. The management, however does not Provid,

the same fo CA Akash, What course of action should CA Akash follow in such sifuation? [MTP Mar-23)

Solution

If management of Deluxe Ltd, does not provide one or more of the requested written representations

CA Akash should:

a, Discuss the matter with management;

b, Re-evaluate the integrity of management and evaluate the effect that this may have on the
reliability of representations (oral or written) and audit evidence in general; and

¢, Take appropriate actions, including determining the possible effect on the opinion in the audi
report in accordance with SA 705,

MCQs
Whritten representations are: -
(a) Necessary audit evidence
(b) Sufficient appropriate audit evidence
(c) Not audit evidence

(d) Audit evidence depending upon audifor's professional judgment

“You are like a Flower, one day you'll Blossom,

Keep watering your Destiny with Hardwork”

intermediatenote

Audit QB CA Shubham Keswani

Part of statyt,
is not being conducted af regylqn intervgl,

. ation ! o e
.*_%ﬂ ; significant deficiency in internq| control over invers.
p finds it ! pe-liner @5 under: - o
ior tano inventories is not being cond At
. U .
W%%.___«anah& jon of c*ed ot regq
ic0 ; i
.wsa_ a%r. ease explain: %
_%%mn pove P _oncy in internal control? .
WOl O by deficiency 0 e
H‘_H._\ ot med  nic tion by audifor proper? Ignore statutory _.nvo_,.m 2
07, abo%® o May'24 + Sep'24) G
T
%___%: pnal control =

enis . .
sts wh < designed. implemented or operated in such a way fhat ; s U]

d correct, misstatements in the financial statements on q fimely bosi

' jefectan .
%33.3_ necessary o prevent, or detect and correct, misstatements i the fi
ho . . . | v
il a timely basis is missing.
on

’ sinting out m_.m:_.:noi deficiencies in internal control, auditor has not 2&. “a com
(i é: ”*_u%mnaz cies giving their description but also explain the potential nmnam,niaa
%ia“a: +o those charged with governance and management to understand context &_8.5@“_3_._‘
informd R

o
Ny o

Therefore the above communication is not proper.
(4 ’

Not only significant deficiency has fo be communicated, it should also be explained fo management the
ptential effects of not carrying out physical verification of inventories at regular infervals as stipulated
by management. It should explain that such a significant deficiency can lead fo misstatement of

inentories impacting profits of the company.

Highlighting importance of such a control, it should be stated that responsibility be fixed for concerned
persons for adhering to such an important control.

Question 2 s
i - o combinati
lstout some matters that the auditor may consider in determining whethera %M_M_Mjw.“.__v
thdeficiencies i internal control constitutes a “significant deficiency”. (S + MTE=AE

gy i
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der in determining whether a deficigncy,

ignificant deficiency sif,,.
misstatements in the financiq Stat
.55;

e % matters that the auditor may consi

ATl g ntrol constitufes a s .
of deficiencies in internal co e, 2 i
'+ The likelihood of the deficienc!
the future.
‘« The susceptibility 10 loss
The subjectivity and comp
estimates.
The financial statement amounts expos
The volume of activity that has occurred or © :
ansacti ici deficiencies.
1ri ions exposed to the deficiency or : |
The importance of the controls to the financial reporting process, for example:
/ General monitoring controls (such as oversight of management).
/' Controls over the prevention and detection of ?e.& 3 . o
/' Controls over the selection and application of significant accounting policies,
v/ Controls over significant fransactions with related parties, .
7 Controls over significant fransactions outside the entity's normal course of business,
/ Controls over the period-end financial reporting process (such as controls over non-recurrip,

journal entries). ki
+ The cause and frequency of the exceptions detected as a result of the deficiencies in the controls

or fraud of the reloted asset or liability.
ini i ounts, such as fai
lexity of determining estimated am falr valig 9553

od 1o the deficiencies.
ould occur in the account balance gp n_e;

In what ways an effective two-way communication between auditor and those charged with governance
is importart? (SM)

Solution w

An effective two-way communication is important in assisting: - N

d. The auditor and those charged with governance in understanding matters related to the Ea_um.w
context, and in developing a constructive working relationship, This relationship is developed s:ﬂv
maintaining the auditor’s independence and objectivity. -

b, The auditor in obtaining from those charged with governance information relevant to the audit. Q
For example, those charged with governance may assist the auditor in understanding the entity ﬁ
its environment, in identifying appropriate sources of audit evidence, and in providing informati
about specific transactions or events; and

¢. Thase charged with governance in fulfilling their responsibility to oversee the financial Enol.m

process, thereby reducing the risks of material misstatement of the financial statements,
-

Q

e

-
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company has shared sma-_._.miau_ i

Matter.

%Ranlam ana.mnasiu assessment, it is. E.u,.

\u_ a\am %ﬂx_ ration of financial statements is OPproDriate.
re opriat

i 3 ion. The .
m&:ﬁ”m the company for Qn&.am with the

VO

¢ sure that all subsequent events 4 Tow hg

in financial statements,

A b
from

ing audit, he requests written representations

it is noticed that such written repregpns

-
- ;

oo

ysed 00 above, answer the following questions: -
egards description of matter above concerning issue of going concern, a_&- z : i,
ments is most appropriate for auditor’s report?

na“.:n auditor should express an unmodified opinion. 3

”. The auditor should express a qualified opinion as material uncertainty exists related o even
conditions that may cast significant doubt on the entity’s abilify fo continue as a going concersn. b

¢ Besides expressing an unmodified opinion, the auditor’s report shall include a separate section under
the heading "Material Uncertainty Related to Going Concern” drawing attention to the note in which
such disclosure is made in financial statements along with related matters.

d, Such an issue does not affect auditor's opinion.

(AT

() As regards going concern basis of accounting is concerned, which of the following statements
Is true?

& A company showing net loss in its financial statements is essentially not a going concern.

b, Following qoi ; e e duty f auditor.
9 going concern assumption of accounting is primary g AN
P be prepared on liquidation

ﬂ. . .
I case, g company is not a going concern, its financial statements must

basis,
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from banker regarding outstanding balance _.m_ss.
Qbgg |
M

S it ; auditor's responsibili;
, . ctements is true in respect of b
the following .
statements of

¢ is o obligation for an
itor' L

financial statements and date of auditor's repor i

g of , ial sblication for an auditor to perform audit procedures after signing of auditoys b

b. T _.naﬂ.”oogm“.o Kknow of an event, which if known to him earlier would have caused hip, t

~evenit .

¢. The auditor has only to rely upon written represen
events. He has no other means to know about such events.

d. The auditor should perform necessary audit procedures to know about events occurring betyegy e
date of financial statements and date of auditor's report.

€por
Men

tation of management regarding mcgme_s
t

(4) As regards use of qualifying language in written representations, which of the ?__ossm

statement is most ¢ppropriate? v

. Tt is reasonable for the auditor to accept such wording if the auditor is satisfied that th,
representations are being made by those with appropriate responsibilities and knowledge of th,
matters included in the representations.

. Written representations should be unconditional. Such a wording is not acceptable. ”

. Such a wording dilutes intent of written representations. However, it can be accepted by auditor
only in exceptional circumstances. ,

d. Qualifying language in written representations is compulsory. d ,

(S B

(5) As regards auditor’s responsibility regarding matters communicated orally with those nrnwm&

with governance, which of following is most appropriate? N
a. Matters communicated orally have to be documented by the auditor stating when and to whom th

were communicated. ﬂ

b. Matters communicated orally need not be put into writing. It is sufficient for auditor to hdle—

communicated orally. _n__v

¢. Matters communicated orally need not be put into writing, It is not practically feasible. L&

d. Matters communicated orally have to be documented by the auditor stating to whom these s@

communicated.

<

1:c2.c3:d4 a5 a mf

_

2

=
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auditor to perform audit procedures for events occurring betueg, " 0) %.._a%_ cficultie
e

&

Shubhay, K

d fiming ©

eSwa

f audit has also to be ¢q
¢ rationale behind audit procedures ig p.
s encountered during audit, i any, have t b ,
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Test your Understanding

5 : . 1 e

e i P
lytical procedures for verifying revene, Dise

by auditor relating to revenues. ay ,

enue can include:-

Ak in relation to rev R
Analytical procedures i relation to h previous year and investigating significant fluctuation

(i) Comparing revenue of current year Wit
(ii) Comparing revenue of curren

s Correct/Incorrect (SM)

iti 20 "Analytical Procedures
1. As per the Standard on Auditing (SA) 5 : ; s .
agzmv evaluations of financial information through analysis of plausible relationships among ::SQ_

the term “analytical Procedpe

data only.

Incorrect. As per the Standard on Auditing (SA) 520 “Analytical ?on@&:a@.m: the +m.2= “analyticy
procedures"” means evaluations of financial information through analysis of plausible relationships amony
both financial and nonfinancial data.

2. Auditor can depend on routine checks to disclose all the mistakes or manipulation that may exist in
accounts.

Incorrect. Routine checks cannot be depended upon to disclose all the mistakes or manipulation that may

exist in accounts, certain other procedures also have to be applied like trend and ratio analysis in addition
to reasonable tests.

3. Only purpose of analytical procedures is to obtain relevant and reli
substantive analytical procedures.

Incorrect. Analytical procedures use comparisons and relationships to assess whether account balances

or other data appear reasonable, Analytical procedures are used for t

he following purposes:
i) To obtain relevant and reliable audit evidence when usin

g substantive analytical procedures; and

forming an overall conclusion as to whether the fin
auditor's understanding of the entity

4. Analytical Procedures are required in the planning phase only,

Audit QB CA Shubham Keswani

t year with budgeted targets and investigating significant zczszoa

w

bl it evi in x PSR
able audit evidence when using =R the purposes of the SAs, the term “analytical procedures” means eva

et
ﬂﬂ._ﬁas
o —
i) To design and perform analytical procedures near the end of the audit that assist the auditor when O
ancial statements are consistent with the ﬂ.?nxnav_m“

QD
= :
m SiMilqp I,

P Stry information, such as a comparison of the entitys rat
@ Vable i |

gL gl

woh_n procedures are requir
naly? _M ition these are also requ
In@

rocedures are mn:n_.o__x _ﬁm Pp

pst0™_gictable ©VE" g

v343_ P

analytical procedures are mn_..n_,..m.__.

tive
substal o be predictable over time

«1&.3 that tend T

sis is useful for analysing asset and liability o
WA,

/ ac
e g o

o0? ¢

ness test rely only on the events of the prior period fike ofhen
“ e

. Ratio analY

: n%m%ac_

Unlike trend analysis, Reasonableness test does not rely on events
ﬂ. | data for the audit period under consideration

The stafutory auditor of the company can apply analytical procedures t
8. e

nts of a company only and not fo the consolidated financial stafement:
stafeme : 3

VI Al

individual elements of information.

Past Exams/RTPs/MTPs/SM Questions
stion 1 -

rough analysis of plausible relationships among both financial and non-financial data. Explai
xamples of both, [RTP Nov-21 + Nov'22]

. L e e ion with,
Itcal procedures include the consideration of comparisons of the entity’ financialnformation Wt

Comparqpe infor ;

mation for prior periods. i

. ions of the auditor,
Aticipated peg iy of the entity, such as budgets or forecasts, or expectations i ey,
Uch as an estima ;

tion of depreciation. io of sales to accounts:
i &
lesize in the same industry. -

hdustry averages or with other entities of comparab

] _ow (OVATT



{onghips, for exomple: Leap,
ed
fhotwd beepected o conform o
such as gross margin percentages, ;
financial information, such as paypo)| costg :
0

financlol ?’mhmmﬂ for the .Y, 2021-2022 t0 its auditor fop Cxpregs,

thereon, The auditor while carrying out the oudit started comparing various items of mﬁ;‘?%
I yiith previous financlal years, What is auditor trying °°hiev,b'

Tree |

oplnlon
Io8s account of the yeor under oudit
carrylng out those comparigons? (May-22)

Solution '
edure: Analytical procedures use comparisons and reluﬁonships o

assess whether account balances or othen data appear reasonable:

" The audifor of Trev Ltd, Would achieve the following by carrying ouf the comparison stated iy ,
fuestion;

! f Inalyded | tement. of Profit ndto 50
@internediatiencie
i 10 find out the reagons for Increase o decrease In the amount of profits of those years,
1) By getting up certaln expenses ratlos on basis of balances included in the Statement of Profit and
Loag, for the year under audit, comparing them with the same ratios for the previous year, it is
posalble 1o agcertain the extent of Increase or decrease In various items of expenditure in relation
10 gales and that of trading profit in relation fo sales,
I11) Tf dif ferences are found fo be materlal, the auditor would ascertaln the reasons thereof and assess
whether the accountd have been manipulated fo Inflate or suppress profits
Iv) Tt would be posaible to (dentify the exlstence of unusual transactions, amounts, ratios and trends
that might Indicate matters that have audit implications,

an_entity are compared with thog,
lous period, it would be possib,

Question 3 \
Whether It (s pogsible to Independently verify the correctness of some of the items of gxpcnses‘
Included In the statement of profit and loss? Explain with the help of some examples. [Dec-21]

Solution
Offen [t (¢ posaible to Independently verify the correctness of some of the items of expenses included |
In the Statement of Profit and Loss, > |

Audit QB CA Shubhum Keswani

Yli“,y i

i’g‘:‘fousﬁf importing goods yhicp, g oo
ins .fi;d from the amount of duty paid_sip;
v ently from the amount of excise g
o g indepamounf of any INcome or expenses yhip s

zf of sales can be verified indepwem% 5 dip
tmof net profits, commission paid to q sy,
]

2 " agen o
e 2" Latios, trends and comparisons is qlsg 1 i

o bﬂ-onim ortant 10 note that Analy'r‘iml proced“res‘,myhd
d amounts, ratios, and trends that m‘ghf

!

5
il ‘:flions or events, on

ication® Jationships + ey
plico i expec*ed relati PS that are identified may assist ¢

usud ’ ement, especially risks of materiaf mi ,
/ Ufnmaf”i ol misstaf P ial Mmisstatement due o
0

-

o

WWM

+utory audifor of a company can apply analytical rocedny

& how 0 51
" o Nov-21]
AT oR
(gnning 519%/ analytical procedures assist the auditor in Understanding
the P! i

ial risk. Explain. [RTP Nov-20]
i areas of potentia
mldw,,fymg

MTY::d procedures are required in the planning phase and it is often done during 1
And :

1addition these are also required during the completion phase. 3
/ Aalytical procedures in Planning the Audit: In the planning stage, analytical procedures assi
audifor in understanding the client's business and in identifying areas of pofential risk by
indicating aspects of and developments in the entity's business of which he was previously anare
This Information will assist the auditor in determining the nature, timing and extent of his other

~

audit procedures.
Analytical procedures in planning the audit Use both financial data and non-financial information,
goods produced and similar

=

sich as number: of employees, square feet of selling space, volume of
nformation,

* Forexample, analytical procedures may help the auditor during the planning stage :
the nature, timing and extent of audit procedures that will be used to obtain audit evidence for

Specific account balances or classes of transactions.

to determine

Question 5

The decislon g 0 use substantive anaytial
Procedum, Is

out which audit procedures to perform, including whether
based on the auditor's judgment. Explain [RTP Nov-20]
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at the assertion level may be tests of detajlg it

e ppocedures o : :

v’?’b_.“mtw: :@biwﬁon of both. The decision about which audit Procedupes to sl“"m,,t
cedures, or i itor's i

e u:“use substantive analytical procedures, is based on the auditor's Judgmen,
‘edw:f?g emsso and efficiency of the available audit procedures to reduce qygi¢
cted v

rtion level to an acceptably low level.

0
t ubolﬂx
ris of the

ilability and reliability of informati eed
i  ire of management as fo the aval ; i
" The auditor may inquire of 9 d the results of any such analytical procedures per‘form: ;

ooly substantive analytical procedures, an :
:Ph:lirrmy Tt may be effective fo use analytical dafa prepared by management, provided the q, ity

<atisfied that such data is properly prepared.

DR

With re;pec’r t§ 5A 520 “Analytical procedures”, explain the following factors to be considered by the
auditor for substantive audit procedures.
(i) Account type (ii) Predictability (iii) Nature of Assertion. [Nov-20]

transactions over a period, whereas balance sheet accounts represent the net effect of transactions af
a point in fime or are subject fo greater management judgment.

Predictability ~ Substantive analytical procedures are more appropriate when an account balance or
relationships between items of data are predictable (e.g., between sales and cost of sales or between

frade receivables and cash receipts), A predictable relationship is one that may reasonably be expected
to exist and continue over time.

Nature of Assertion - Substantive analytical procedures may be more effective in providing evidence
for some assertions (e.g., completeness or valuation) than for others (eg., rights and obligations)-

Predictive analytical procedures using data analytics can be used to address completeness, valuation/
measurement and occurrence.

Question 7
CA M, auditor of a company, has planned to use substantive analytical procedures during course of audit.
In this regard, he has decided to use such procedures in following areas: -
(i) For testing relationship between sales and cost of sales

(i) For testing rights over certain assets forming part of account balances

Audit QB CA Shubham Keswani

Lean wilhp;.f“s

v ll,“,cedures el
g Analyﬂ:“hi ‘ apprOGCh along with reasons, (TP sor
c’r UPO )
el

ical procedures are more apprgp- §am
re predictable, A predi Prate when an

of data are P - A predictable relgtioncr: -

st and confinue over time. In the given caseCA
10 st nalY"i“'l procedures for testing relationshfp
ant! e appropriafe in this case,

r

a

M, audif
between

«ve analyfical procedures is also aff ;
et be more effective i e.cted by nature of assertic
: rocedures MY < Ve in providing eyidence o

5 or valuation) than for others (e, rights and ob

' igations). In the given cas
en e, ubstantive analytical procedures for testing rights oyer certain uggw: case,
5uch procedures are likely to be less effective in this case,

jon 8
wWhile applying the
qudifor of a compan

Substantive Analytical Procedures. ;@1 techniques can be used by 1
y fo obtain sufficient and appropriate audit evidence? [SM] L=

Solution
yhile applying T
following technid

he Substantive Analytical Procedures the statutory auditor of a company mny use
ues to obtain sufficient and appropriate audit evidence

Le-"d—“"—"’ﬂé - Trend analysis is a commonly used technique. It is the comparison of current da1u,wiﬂ|
: e or with a trend in two or more prior period balances. We evaluafe whether the

the prior period balar . ' '
aurrent balance of an account moves in line with the trend established with previous balances for that

qccount, or based on an understanding of factors that may cause the account fo change.

: iabilt ue and
Ratio analysis - Ratio analysis is useful for analysing assef and liability accounts as well as reven

o diff f i , but its
expense accounts. An individual balance sheet account is difficult to pred!cl’:| onb::n:ﬂmlmd to
. 1 es
relationship fo another account is of ten more predictable (eg. the trade "“”Y:es s e
sales), Ratios can also be compared over time or 10 +he ratios of separate entiti

¥ith the ratios of other companies in the same industry.

A + rely on events of prior
Rmsonableness tests - Unlike trend analysis, this analytical procedure does not rely

to
: ¢ -geration (9., occupancy rates
Periods, but upon non-financial data for the audit period under consideration (&9

i : i income or exp!
“tinate rentq income or interest rates to estimafe interest "“‘ <rual or prepayment accounts. In
76l more applicable to income statement accounts and certainac
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) yncal Procedures
rds these tests are ma
ces for reasonableness of amounts.

de by reviewing the relationship of certain accoyns bqloLcarn W
Nceg

nstructs a statistical model from financial andyq, '

i i col
Structural modelling - A modelling ol ! o
data of prior accounting periods fo predict current account balances (e.g., linear regression) ing

The statutory audifor may use any o
analytical procedures depending upon the aval

Neig

¢ the above mentioned techniques while applying

7 b :
lability of data and requirements of the cqse. Stang

Ive

o \9'
Exp?af: ;;e commonly used technigu
with a trend in two or more prior period balances. [RTP May-20]

e in the comparison of current data with the prior period balane
€ op
Solution

Trend analysis
Trend analysis is a commonly used fechnique. It is the comparison of current data with the priop Periog

balance or with a trend in two or more prior period balances.
s The auditor eyaluates whether the current balance of an account moves in line with the treng
established with previous balances for that account, or based on an understanding of factors tht
~ may cause the account fo change.

- o y $ » : .
@iptermediatenotessg: -~

Question 10
Explain the aspects to be considered by an auditor when designing and performing substantive analytical

procedures, either alone or in combination with fest of details i i
i , as substantive proced
o iy procedures in accordance

Solution

Analytical Qro‘cedures used as substantive tests: When designing and performing substantive analytical
procedures, either alone or in combination with test of details as, substantive procedures i dance
with SA 330, the auditor shall: Ry o5

). Determine fhe suitabilty of particular substartive analytical procedures for given assertions, taking
account of the assessed risks of material misstatement and test of details i 7
assertions. ails, if any, for these

if) Evaluate the reliability of data from which the auditor's expectation of recorded i
is developed, faking account of source, comparability, and nature and relevanc‘:amo:n‘lrs i rm'los
available, and controls over preparation. T

iii) Develop an expectation of recorded amounts or ratios and evaluate whether the expectation i
sufficiently precise to identify a misstatement that, individually or when aggregafep C iosireo

misstatements, may cause the financial statements to be materially misstated, :

- ' ‘ lProocdurcs o

i Annlxﬂﬂ . amount of any difference of recorded : s
Cl’)' D,far"“';; yithout further investigation, amounts from oy %
)~ optd e
gce :
on 13 : dures a il
@ wﬁv nalytical procectr B rT generally more applicqpe 4, ol "
5 Josta" pred;cmble over fime. Explain [MTP May-22] of transactions that
be g
d 1o > i
5o|u1ioﬂ e Andl ical Procedure: Substantive analytical procedures qre s gl
5ub570!; Imes oF transactions that tend fo be predictable oyer e generally more ,,wm o g
wee® .o of planned analyfical procedures i g 2
lication i s based on the expectati i
” ﬂ‘enap:af“ exist and confinte in the absence of known conditions to the wmm Tholreet ',’.
amo:‘iler’ e suitability of a particular analytical procedyre will dependm:on th r
7 Hoz:.sme“f of how effective it will be in detecting a misstat, et I;cudix
4 : ement that, individually or wh
:;g regated with other misstatements, may cause the financial statements to be materially
misgmfed,

. some cases, evenan unsophisticated predictive model may be effective as an analytical proced:
For example, where an entity has a known number of employees af fixed rates of pay throughout
the Pe"i"d‘ it may be possible for the auditor fo use this data to estimate the total payroll costs
for the period with a high degree of accuracy, thereby providing audit evidence for a significant
item in the financial statements and reducing the need fo perform tests of details on the payroll.
The use of widely recognised frade rafios (such as profit margins for different fypes of refail
entities) can offen be used effectively in substantive analytical procedures to provide evidence fo

support the reasonableness of recorded amounts.

N

Question 12
Discuss with examples the factor.
purposes of designing substantive analytical procedures. [RTP Nov-22 + May-

s that are relevant when determining whether data is reliable for
23]

Solution

The reliability of data is influenced by its source

inder which it is obtained, Accordingly, the following are relevant w

feluub|e for purposes of designing substantive analytical procedures: o

) Source of the information available. For example, information Mmay be more relid

i beqi"Ed from independent sources outside the entity:

*Mparability of the information available. For examp

S .

. PPlemented 1o be comparable to that of an entity thaf iite

iil) Nq i
tre and releyance of the information available. For exam
o be achieved: and

and nature and is dependent on the circumstances
hen determining whether data is

le, broad industry data may need to be

¢s and sells specialised products;
ple, whether budgets have been

%1’ N
Wlisheq qg results to be expected rather than as goals
195
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. { procedures
of the Information thet are deslgned to enaure |y wﬁ_ e .,.i._.___x__nn_‘ _,m%
e, confrols over the preparation, review ang .*_“ A _n 3.___._3&: o i _
_ ey a_w%%.& >x_% into account the audifors underg
“_t%:.«u_ﬂﬂs%zs obtalned during the counge of 1
4 o T B A i Reeic h:
BB G i llinade QIO &s&. :
pam— hether the expectation can | ther audit procedures as necessary jn 1
udifor's evaluation of W " be doy ing © et/
Dlscus g relevant _ﬂ ”._,“,_”.é oment that, when aggregated with other a.mmg:anz.._oz " E.JH Jures may arise when, for example, fnanage
ufficlently prectsely 10 zsu. Ho o il misstated, (RTP Hay-22) Myt ﬁ_% ogether with the audit evdence oty
¢e the financlal statemen janatio" Ve i e
v “”““_%am (Ll
Ssolutlon
Matters relevant to the auditor's evaluation of whether the expectation can be developed mc:_n_gs gy

precisely to (dentify a migstatement that, when sw.”ma& with other misstatements, may cayg, W W m e
, d, Include! e

inanclal statements to be materially misstated, Froceue
?EEEEEEE:& results of substantive analytical procedures car be bredicteg you are on  RIGHT TRACK s&j _

ter conslstency (n comparing gross profit margins from o

For example, the auditor may expect grea AL
perlod to another than in comparing discretionary expenses, such as research or advertising,

(11) The degree to which Information can be digagqreqated.

For example, substantive analytical procedures may be more effective when applied to financl
information on Individual sections of an operation or to financial statements of components of q
diversified entity, than when applied to the financial statements of the entity as a whole,

For example, the auditor may consider whether financial information, such as budgets or forecasts, and
non-financlal information, such as the number of units produced or sold, is available to design substantive
analytical procedures, If the information is available, the auditor may also consider the reliability of thes)

information, (¥p)

(4]
Question 14 ._m,
If analytical procedures performed in accordance with SA 520 identify fluctuations or relationshifis
that are inconsistent with other relevant (nformation or that differ from expected values E_ﬂ.u.

significant amount, how would the auditor investigate such differences. [MTP Noy-23 + Nov-23]

at

Solution - i
If analytical procedures performed in accordance with SA 520 identify fluctuations or E_o:oar_e
that are inconsistent with other relevant information or that differ from expected values Em

significant amount, the auditor shall investigate such differences by: -

Q

!
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Mr. A and Mp. w“..a m
ments including Audits, The partnene P

'S ape Ji.

‘ H . 1 * V]
to finalize the Audit and issye the eazpf.

ey

, a_._mnm_,%@_,

Kin order o prepd

lowing and answer the questions that follow;

: A found that the firm has changed the
During fhe audit of M/s Persistent m:no.sn_. iven the retrospective effect, Mr, A IBH_M_
Depreciation from WOV o S w t & Co, has stated that they don't want ¢ B

the difference of depreciafion bihie 1@1%. o i the effect in the next i %

inancial statements and if auditor persists they may glve . nancigy,

o ”__”_ﬂm the audit of M/s Dubious Brothers, Mr B observed that zn,n ,ﬁ__,_amrum om<2.“ large Moty

cash sales and there were no details of the customers fo whom the sa ﬂ : 1: _ws e. ms_.}nﬁ Cag)

generated was not even deposited info bank regularly. When Mr. B ﬁ._m m.. the firm to m_<.n him g

opportunity to count cash, the manager of the firm said that the cash is with the os=n.1 and it capey

be made available to the auditor for the checking purpose. The manager also declined fo gjye a
opportunity for stock verification fo Mr B, .

o During the audit of M/s Honest & Associates, Mr, A came fo know that the firm has changed itg
method of valuation of stock. This change has a material impact on the financial statement of the
firm. The firm has made relevant disclosures in the financial statements and has given proper
accounting treatment to this exercise.

Yo %o_maw___.n&.&_ t0 go through the fol
,f.. thog i

Based on above, answer following questions:

1. In case of M/s Persistent & Company, what would be an ideal Audit Opinion?
(a) Unmodified

(b) Qualified

(c) Mention the fact in Emphasis of Matter Paragraph

(d) Disclaimer

2. In case of M/s Dubious Brothers
(a) Qualified

(b) Adverse

(¢) Disclaimer

(d) Unmodified

what Audit Opinion should the Auditor give?

| (a) Issue Qualified Opinion
(b) Issue Adverse Opinion
(c) Mention the fact of change in method in Emphasis of Matter Paragraph

Audit OB CA Shubham Keswani

3. According to you, what would be appropriate course to take in case of M/s Honest & Associates?

auditor concludes that the financial statemens
he applicable financial reporting. ot

02 3.(c) 4. (0) 5. (d)

{, While expres .
f the following phrases?

M ) airly inall material respects
a

(b)give @ . ;
(c)with the foregoing explanation | i

(d) All of the above _

present f .
true and fair view

2 ... is a paragraph included in the auditor's report that refers to a matter appropriately
v_..ana& or disclosed in the financial statements that, in the auditor's judgement, is of such
rtance that it is fundamental to the user's understanding of the financial statements.

impo
(a) Emphasis of Matter Paragraph

(b) Other Matter Paragraph

(c) Key Audit Matter

(d) Management Responsibility Paragraph.

latenotess

e,

e

: itor i substitute for
m 3. Statement 1: Communicating key audit matfer in +he auditor's report constitutes

e
disclosupe i - 5
Q ure in the financial statements. : e
.___nIH. Statement 2: Tnstead of modifying an opinion in accordance with SA u.o”q,.:ﬁ statutory e
= "/Auit Matter paragraph in the audit report with an unmodified opinion. |
1
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Financial Statements

(a) 5A 700 - Forming an Opinion

; ent Auditor’s Report L2
(b) SA 701- Key Audit Matters the wa%e?qa%u nding figures and Comparative Financial Stqy
lon-

3m>.\3. éﬂnﬁ:ﬁaﬂe&%rm and Other Matter vnam_,avrm.irmHaanvna
(d) SA 706- Emphasis e

Report

nan__:
ent >§Q.

5. gﬁ&q&:k&:ﬁﬁggu
(a) SA 200
(b) 5A 229
(c) SA 299
(d) SA 230

1.(c)2.(a) 3.(d) 4. (c) 5. (c)
SA 700 “Forming an Opinion & Reporting on Financial Statements”

Test Your Understanding
Question 1
Maithili Thakur, a CA student, was perusing audit report of a company. Her eyes fell on an 18-digit alpha
numeric number stated at end of audit report below the signatures of auditor and membership number,

Make her understand objective and significance of such a randomly generated number. Is it required fo
be stated in case of audit reports only? (+RTP Jan'25)

Solution

The 18-digit alpha numeric number noticed by her at end of audit report is Unique Document

Identification number (UDIN). It is a system generated unique number. Its basic objective is to curb
the malpractices jof non-

: CAs impersonating themselves as CAs. It helps in securing reports and
documents issued by pract

Ising CAs. It is required to be stated in case of audit reports and certificates.
Question 2
CA. Maya Memanifhas conducted audit of a compa

fraining in her offce, fo prepare draft audit report
audit. She has b

ny. She has asked Sana, a CA student undergoing
. Sana

was part of engagement team conducting the
further told to prepare draft report

expressing unmodified opinion. After drafting
Audit QB CA w::arr-: Keswani

h

e RePO ified opinion, Sana fecls 5o resd 1,
Ot pope
t:r.a

i

. o basic elements of an audit P e
iniont” is one of . ..83».&8138
mnnwd% oﬁ& opinion is expressed by auditor, "Basis for opiniont pag 40 b
e et
for '

e the qualitative aspects & the entity's RSE:
, 10 €™ | bias in management’s judgments. [RTP Noy-20]

. 1In considering the qualitative aspects of the entity’s b . ; W -

?S?@Q : i possible bias in management's judgments, The ﬁ._&an_-_.o..-.mg!un, ...nR‘., %
Ii : ts 1o
eutrd ements
ammﬁa&. |
cation of the description of the auditor's responsibiies for the audit of 1

2 e rﬂm is always within the body of the auditor's report [July-21) o %
ﬂagg am,

+: The description of the auditor’s responsibilities for the audit of the financial stat , l.xl
Incorrect: financial eme ' all

>

low -
s shown as be Ko
= a“ﬂri the body of the auditor’s report

within an appendix fo the auditor’s report, in which case the auditor’s report shall include a
. I ;

) eference to the location of the appendix or : 2 .
w By a specific reference within the auditor's report to the location of such a description on a website

_n_..u of an appropriate authority, where law, regulation or national auditing standards expressly permit
g

) the auditor to do so.

=

Edﬁ_.m is no need of addressee in the Auditor’s report. [SM]
il

iate, based ircumstances of the
.Enognn# The auditor's report shall be addressed, as appropriate, y o:iﬁ.«:._”.»:n auditor's report
dsomnami. Law, regulation or the terms of the engagement may specify to who 3
E itor' i ally addressed to those for whom the report v..nve.& .
% to be addressed. The auditor's report is normally . Sl financial
mimz either to the shareholders or to those charged with governance
&statements are being audited.

Q

- - : t the financial statements
n. The auditor shall express a qualified opinion when the auditor no.:n_c_%muor”ns_ R
@n Prepared, in all material respects, in accordance with the applicable _

201
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Report !

Ty

mxnnm\wﬂmm%m\mz Questions

e SA .\MQ e.n n.man%&‘&%wmmim an appropriate balance between the -_m&,.f_.

e bility in auditor reporting globally. Explain. [RTP May-21] fi
consistency and compardoil

_.mw__._”ro”__.scm_.nanam of SA 700 are aimed at addressing an appropriafe balance between the s

consistency and comparability in auditor reporting globally and the need to increase the e x

auditor reporting by making the information provided in the auditor's report more relevant t, e

v This SA promotes consistency in the auditor's report c& ﬂ.msm:n& the need for ,ﬂ_mx&_.__.i y
accommodate particular circumstances of individual jurisdictions. .

v Consistency in the auditor's report, when the audit has been conducted in accordance with Shs
promotes credibility in the global marketplace by making more readily identifiable those audits that
have been conducted in accordance with globally recognized standards.

v It also helps to promote the user's understanding and to identify unusual circumstances when they
occur.

“The auditor shall form an opinion on whether the financial statements are prepared, in all materigl

respects, in accordance with the applicable financial reporting framework.” Explain [SM]

OR

whether due to fraud or error. What factors he should consider to reach that conclusion?

Solution

I .+ iion when the auditor concludes 1 ity P
Sty modified opinion W ? . 0t the ¢. UK
: The auditor shall express &% 5 in accordance with the applicable fingy pgh_,
Derd?! . al respects, al po, 4
el v-.@v&.&. in all mafer! epy

M/s S & Associates are the Statutory Auditors of Real Ltd., a company engaged in the business of g
manufacturing of garments. The auditor has completed the audit and is in the process of forming an{y

opinion on the financial statements for the F.Y. 2024-2025. CA K, the engagement partner, wants tokdd
i -

o
c

[MTP May'24 + Dec-21)(])
el

conclude that whether the financial statements as a whole are free from material misstatements,

ditor's no:n_cmmoﬂ_. in accordance with SA 450,
) The 2 | individually or In aggregate. il
_.:aiozm ﬂgcmﬂna o

e % . - shall evaluate whether the fir- .
@™ e auditor ® Fiancil stotements g

4o 3 BTRR o
D:aw:o: : Jvaluat ed, in respect of TLtd., whethep the financi

10! o - ¢ D_&sg&m S R v
The aﬂ_ﬁ Rncmqnanim of the applicable financial reporting framework. >=“_._”.”. u._ge... &.s.. or
s:r.%_.azo: of the nco_:ﬂzm. aspects of the entity's accounting practices  inc uatio
8@2« bias in management's judgments. Advise the qualitative aspects &.,..4:«.'

551 =

_uonh:nam. ﬁm\s RIS
v_.
golution S

Gy oy m<o_:o.:w s_‘_m.* e .;m 3:2.55_ statements are prepared in accordance with L=..n.
Esqnanim il *_:osn_.o_ -_.mvol_zm ﬁgansa..._n This evaluation shall include consideration
of the ualitative aspects of the entity's accounting practices, including indicators of possible bias in
aoa%aai.m judgments.

Eﬁm of the Entity's Accounting Practices

{ Management makes a number of judgments about the amounts and disclosures in the financial
statements.

2. S5A 260 (Revised) contains a discussion of the qualitative aspects of accounting practices.

3. In considering the qualitative aspects of the entity's accounting practices, the auditor may become
aware of possible bias in management's judgments. The auditor may conclude that lack of neutrality
together with uncorrected misstatements causes the financial statements to be materially

! .

m Factors fo be considered to form an opinion: p .nlﬂ fllated.

: H .

; ¥ The auditor shall form an opinion on whether the financial statements are prepared, in all aﬁm:.al_ﬂ Tndi : ;
respects, in accordance with the applicable financial reporting framework. (1) =icators of a lack of neutrality include the following:

reasonable assurance about whether the financial statements as a whole are free fr

om material
misstatement, whether due to fraud or error., .

Audit QB CA Shubham Keswani

¥ In order to form that opinion, the auditor shall conclude as to whether the auditor has ogo_.:ma,m

o (i)Possible management bias in the making of accounting estimates.

@

(1) The selective correction of misstatements brought o management's attention during the audit

) : A
SA540 addresses possible management bias in making accounting estimates.

2:_: 3
owo> Shubham Keswani
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+ constitute misstafements for Eé&“ﬁ i
0
d

counting estimates. They may, :osge.

Chel 1 Audit Report
nw_v“n_aoa of possible managemen

t bias do no
¢ individual ac
ancial statemel

—: %
%

’ omm -.9\.‘

nts as a wholeare free from materigf &y :.

easonableness 0

nclusions on the r ;
s ¢ whether the fin

Is
auditor's evaluation 0 oy

ey

f the entity's accounting practices, the auditor may , e

s/ 1 .

) the qualifative aspects 0 . oan

H”oo””_m“_nm_”_ma sﬂsamaag} judgments, The auditor may conclude that lack of ney fralfy :m”‘ﬁ..

0 e | |
“3_“_ uncorrected misstafements causes the financial statements fo be materially misstateq mxze, .
. ‘ o

analyse the indicators of lack of neutralify with examples, wherever required, [SM + RTP 33-3_ y
Solution | , .

In considering the qualitative aspects of the entify's accounting practices, the auditor may becop, o

of possible bias in management’s judgments. The auditor may conclude that lack of neutralify e

with uncorrected misstatements causes the financial statements to be materially misstated,

Indicators of a lack of neutrality include the following:
(i) The selective correction of misstatements brought to management’s attention during the audit,

Example

» Correcting misstatements with the effect of increasing reported earnings, but not correcting
misstatements that have the effect of decreasing reported earnings.

> The combination of several deficiencies affecting the same significant account or disclosure (or
the same internal control component) could amount fo a significant deficiency (or material weakness
if required fo be communicated in the jurisdiction), This evaluation requires judgment and
involvement of audit executives,

(if) Posslble management bias in the making of accounting estimates,

Question 5

The auditor shall evaluate whether the financial statements are prepared in accordance with the

requirements of the applicable financial reporting framework, Explain stating clearly specific evaluations

made by the auditor, (SM + RTP May-22 + MTP Oct-21/Mar-23)

Solution

In particular, the auditor shall evaluate whether:

¢ achieve fair presentation which shall inclyde o
serall vgmmio:o? structure and content of the

hefher the financial statements, including the
Whe

: related
nsactions and events in a manner that achieyes fqir 5 3-”*? represent the und
esentation, 38

financial statements: and

trd

hall evaluate whether the financial statements qd

ditor S
2 ncial reporting framework.

| el efe 1o or descre the
a%_a%_n fina e the

D:nmio: 6 " . : 25 AL
e omart & Associates ré the statutory auditors of Hotmeals Ltd. for the Fy 2021

jitor address the audit report issued on the financial statements for the Fy 2021
a
the report. (SM)

22, How will the
-22? Also give a

title fo

Solution
HzomvaUmZ,_] AUDITOR'S REPORT

To the Members of Hotmeals Ltd.

.n___..b,_nnmoz iz .

{1 Richa International is a partnership firm dealing in export of blankets. The partners of the firm ar
.mr.%o and Ashish, Explain how the statutory auditor of the firm will address the auditor's report. (SM)

=

ﬂ.umo_c:o:

==INDEPENDENT AUDITOR'S REPORT
«==0the Partners of Richa International

M. ..ﬂ_.::m w.gzna_.m»ﬂﬁ.:wim adequately disclose the significant acc ounting | s selected and Dun:&d :
. £ f onno.ﬂ:»_:w policies selected and applied are consistent with the applicable financial reporting ﬁ...__o__nuzoz 8
ramew iy ; R :
¢. Thea 1 Ms eMm U m.:s first section of the auditor's report shall include the auditor's opinion, and shall have the rn&:.ﬁ
a. o mwes Ing estimates made by management are reasonable: WI...__ Opiniop," The Opinion section of the auditor's report shall also identify the entity whose financial
« Ihe information presented in the financial state . , st i included
ments s relevant, reliable, comparable, and.jes o:amimr 1o othen relevant paints to be include
Qg e, j ave been audited, A m the above, explain the 0
erstandable = Mopinion Section, [ pjwz nwm fro
" — : E ov-

Audit QB CA Shubham Keswani
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s TR

J%: m ,.;0 mc&..»c—..m Otmsmoz. and Shall _.5<n ;n 3

|

1

n audited;
e o ”ﬁ%“%..a& the financial statements;
L A of ech n:_?as accounting policies and other explanatory informatiop, o
iv) Refer to the summary of significant inancial statement comprising the financial stqy
_\.gf&aﬂgﬁigg?ﬁa eney,

< o : - - » R B &4 . .

- B ingston Ltd. which is a company .
A e . the statutory auditors of Ring ¢ : engage o
| I\mim Assecietes n.“m pen drives. The auditor hes started drafting the audit repopt for fh,
: ”gul - - t partner is of the view that the financial statements . _
2 ir view, Give the draft of the opinion paragraph of the audit report
Rimessom Lid represent e free end fair view. ]
(Sm) _

% -

Ceiricn |
‘ur-ﬂﬂm«& the financicl statements of Ringston Limited which comprise the Balance Sheet asat |
31032022 end the stctement of Profit and Loss Account and the notes to the financial statements
inclieding e suvmary of sicni accounting policies and other explanatory information.

I8 e epimion e to the best of our information and according to
sheressid financiel stetements give the information reguired by the

gve a iTee and far view in

the explanations given to us, the
Act in the manner so required and
conformity with the accounting principles generally accepted in India, of the

S¥Ee oF eifeirs of the company es of 31.03.2022 and the Profit 4 Loss for the year ending on that date.
Geesen 10
CA foyesh hes recently quolified and hes joined e CA Firm On he

going through various audit reports,
fo express on unmodified opinion on the financial statements.
thet dll those phrases can be regarded as being equivalent.

which phrases are inappropriate while drafting an unmodified

cEszrved thes Gifferent phreses were used
On enguiring with e serier, ke eet to know
Which ghreses are Spprepricte and
opinicr? [Ser74]

*TN Qﬁﬁ

P fairly, in all material respects;
“ ;

~gith the foregoing explanation® or “sypjers
£ \

onal opinion or d weakening or gin.&mo:

+ shall include a section, directly ?__osmﬁ.. the

Bl or J £ ¥
" uditor’s rep lain what is included in this *Basis for g

he inion". EXP
. for OpIN
.mam_m fo

&7 n

solution 's report shall include a section, directly ?__osmaw, h
itor 3
o
sgosis for OPI
g he section o
b, Refers fothe

n”, that: : .
audit was conducted in accordance with Standc is
f the auditor’s report that describes the audifor's re

SAS.
¢, Inclu
ethical

des a statement that the auditor is independent of the enity in s
requirements relating to the audit and has fulfilled the auditer's

<

time of finalising the audit report, : : . .::l_,».:ﬂ
...d_asﬁosni partner, CA Kite as to what all should be included in the Basis of Opinion P40

- —

RN in to draft such section for
mgami partner CA Kite, explained the team in detail and asked J_.sa p”“m Ma. ion section (M)
e auditor's report of Prime Deluxe Limited. Help Mr. Robin o draft .opswon _

E




‘ A ! with the Code of Ethics issued by the Ir@ﬁmhe::ﬂ. w!::
o *anmmwm“e thical requirements that are relevant 4, o gy
Accounfonts of Indi fogether Wit of the Conpanies Act, 2013 and the Rules e, It of N
Mmmtsm“*l’ SC ccordance With these requirements Er_w
i ther ethical responsibilities in a i and the o %

mﬁfﬁduﬂ‘oﬂm he it evidence we have obtained is sufficient and 9PPropriate 4, pr:#ﬁ

Ethics. We believe Vi,
basts for our opinieR.

SSE Ry <hell include @ section with a heading "Responsibilities of Managemens fon
:.zt:mms T« Eve  bief deorptoncbaut margenent's resparibilies i th ag
it helos to explain the users the premise on which an audit is conducted. Also state

report oS

; t specfied in Stonderd on Auditing 210 for the auditor to agree m°m9°mem',
responshilities. [Nov23 + SM]

i}q.' ‘

Solation
"Responsibiliiies of Menagement for the Financial Statements® section of the auditor's report shal|
Gescribe menagement's responsibility for:

@untermediatenoless.. ...

end for such internal control es management determines is necessary to enable the preparation of
finencial stetements that cre free from material misstatement &

b. Assessing the entity's ability fo continue as a going concern and whether the use of the go

going concern
basis of eccounting is appropriate s well as disclosing, if applicable, matters relating to going
concern. The explanation of mancgement's responsibility for this assessment shall include a

Cescription of when the use of the going concern basis of accounting is appropriate

SA 210 requires the cuditor to cgree the management's responsibilities in an engagement letter or other
Suteble form of written egreement.

Question 14

Dicrmond Shine Ltd_ is a company engaged in the manufacture o
the statutory cuditors of the company. Explain how the
responsibility will come in the auditor's report. (SM)

f detergent. M/s Bright & Associates are
paragraph related to the management's

Scltion
MNarogement's Responsibility for the Standalone Financial Statements
The Company's Board of Directors is responsible for the

matters stated in section 134(5)
Companies Act, 2013 (the Act”) with respect fo the p

of the
reparation of these standalone financial

Audit QB CA Shubham Keswani

A
s for the Audit of the Financial Statements section o our PL&”" Wi

sport Toivi v
A it R‘:fogive a true and fair v'f‘w of the financial position,
C"“l anfs th flows of the Company in accordance with the accou
0 ) an g the accounting Standards specified undep section
@™, inclue!
o

n md®

ﬂm@ perf
nting principles
133 of the A

v also Includes maintenance of adequate accounti
o 'l

reco : ’
visions ? ther irregularities; selection and application of appropriate uC,CPUnﬁ"S.P"

'::u i and o“d wctimates that are reasonable and prudent; anq design, implementation and .mimm

Judg‘mcms a.'nferﬂal financ“‘.' contralsalhet eps sheraile effectively for ensuring the accuracy .

f oded"® ' ¢ e accounting records, relevant to the preparation and presentation of the fi

zoﬂ‘Plcwr;efs:uf give atrue and fair view and are free from materig| misstatement, whether due to fr U
reme” e

+

£
_+e financial statements, management is responsible for assessing the Company's ability to

reparing 108 concern, disclosing, as applicable, matters related to going concern and using the

as @ 9°'r.\g of accounting unless management either intends to liquidate the Company or to cense ., '

o bu;l no realistic alfernative but to do so. Those Board of Directors are also responsible

:he Company's financial reporting process.

of 0"

3 cmﬁ°"5' or
for overseeind

ion 15 & Associates are the statufory auditors of Sarovar Ltd. for the FY 2021- 22, The
jay Vijay
Ws Alay

d in the business of manufacture of water bottles. At the time of finalising the
company s engage £ the audit team members asked CA Ajay, the engagement partnen to advise as to
auditors re?orf‘, il Donsibiliﬁes can be shown in an appendix fo the auditor's report. Draft the auditor's
h°w1he.:>:?;:o;05r<:::zph so as to advise the audit team member. (SM)
rgsponSl

7 th it of Financial Statements
ibiliti Audit of the Financial Sta
Auditor's Responsibilities for the o A ;
o:ldlmbre es are to obtain reasonable assurance about whether the financial statemen ‘St a:- urwhooe
j es ar ;
e material misstatement whether due to fraud or errar, and o issue an auditor's report
i i

are free from
that includes our opinion.

i d in

i that an audit conducte
Reasonable assurance is a high level of assurance, but is not a auur:n::is; o © |
; ial mi t wheni .
i i material misstatemen &

i if, individually or in aggregate, they could reasonably

from fraud or error and are considered material e basis of these financial

; e < taken on th
be expected to influence the economic decisions of user
statements,

209
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he audit of the financial smemenfs["-%f’-‘

eponsibilities for T ; 5 s
m:w:': ;gscr‘fP +ion, which is located af [indicate Page nyp ne
Poes description.

&

g

], forms part of our auditor's report. Pong, !

,

he location of the

B i 1} TH. by o

. T he FY 2021-

- afufol‘Y auditors of Venus Ltd. for the 1-22 At the h‘n‘e

& Associates are the the audit feam members asked the engagement: Partnep, ¢, S5t
; : 3

- itor's report, one of . n in explaining th g,
it ﬂ“: u:”;:he ai:ldifor's report will be signed. Help CA Taru Leerolies el (Smy
o0 explain as to ho

Solution

igni it report.
The following is the correct way of signing an audit rep:

M/s TV & Associam

Chartered ACCOUntqu

(Firm's Registration No)

Signatyp,

(Name of the Member Signing the Audit Rep°"')
(Designaﬁon)

(Membership No. XXXXX)

Place of Signature: UDIN: 20037320AAAAAH11
D

SA 701 “"Communicating Key Audit Matters in the
Independent Auditor's Report”

. Correct/Incorrect
Communicating Key Audit Matters is a substitute for the auditor expressing a modified audit opinion
when required by the circumstances of a specific audit engagement in accordance with SA 705. [Jan-21]

Incorrect: Communicating key audit matters in the auditor’s re|
expressing a modified opinion when required by the circumsta
accordance with SA 705 (Revised)

port is not a substitute for the auditor
nces of a specific audit engagement in

Past Exams/RTPs/MTPs/SM Questions
Question 1
The auditor shall determine, from the matters communicated with th
afters that required significant auditor attention in perfor
etermination, explain the areas of concern that an auditor should i

o0se charged with governance, those
ming the audit, 1, making this
ake into account. [Nov23] oR

' an auditor of listed company, what are the matters that the a
fermining "Key Audit Matters”. [MTP Oct-21]
lit QB CA Shubham Keswani

uditor should keep in mind while

210

+he auditor shall determine, from th
por'f' Z matters that required significant ay,
nce: 08 minafion, the auditor shall fake into account 1
v;rﬂﬂ i defe assessed risk of material misstmmm! Pl
b of high;zen‘ri fying and Assessing the Risks of Mat
i) :‘rfh 5A 315;\d Tts Environment. . ; it

e Enti ﬂaud”or judgments relating to ¢.1reas "E the financil statement.
) 5i9"‘ficar;;f judgment. including accounting estimates that have been

m

ag ; ncervfainl)" Yo b
ostimation " o audit of significant events or transactions that occurred
n s soccl
ffgcf 0f v
.\ The €

|| defermine which of the matters determined in accordance.
r sha

2 Key audit matters in the auditor's report is in the context of the audite
- H e 5 o .
Commumca‘rmg A Yf;nancial statements as a whole. Communicating key audit matters
the

on opinion On <idered as a substitute or alternative for a number of important items. What are those
is not con ey
rgpof‘f I

oms? (SM *+ RTP Nov23)
oS

s 701, “Communicating Key Audit Matters in the Auditor's Report®, communicating
As per SA ’

in the auditor's report is in the context of the auditor having formed an opinion on the financial
mafters in The

ts as a whole.
statements as 2y : :
C il it tters in the auditor's report is not: :
ommunicating key audit ma int t rt 1t ' : ot

titute for disclosures in the financial statements that the appllcuble Financia r‘eporllng.
i) A subsfitute for d ;

framework requires management to make, or that are otherwise

e ifi ini i the circumstances of a
ii) A substitute for the auditor expressing a modified opinion juh:;\. required by

specific audit engagement in accordance with SA 705 (Re:se m i o
ii) A substitute for reporting in accordance with SA 570 when ae"my.s

1o events or conditions that may cast significant doubt onan

concern; or

al uncertainty exists relating
ability to continue as a going

") A separate opinion on individual matters.

2L
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Qpinion in the Independent Auditop's Repo '_L:am

Test Your Understanding -
RO T 3

o of an entity, feels that there is an afmosphe,;;;\f

been provided with necessary.suppor‘f for attending invent, "
des, CFO is nof providing him present addresses of i Cay,
firmations. Even mail ids have not been provided on the e Y

Sarasbhai Patel, while condu
ion all around. He has not :
proces of entify as at year end. Besi
wellas suppliers for sending external con
of business confidentiality.
‘H; was ot able to verify revenues of entity due to lack of complefi .def;]“s;'Feo: ‘l"esrifoﬂg o
has been asking for bills on a sample basis, but staff has been ma lng" a:h : au,; ”:s. fTh(’-: .
brought to knowledge of higher echelons of management, but of no fJVCII .d B r feels thys S
could be misstatements and their possile effects would be material and affecting many aspeqy, :

financial statements.

g

Assuming it is not possible to withdraw from engagement, what fype of opinion should be expresseq by

auditor?

INICredialenoless... . w.,

inventories, debtors, creditors, revenues and expenses. The matter has brought to knowledge of
management but no result has been achieved. Besides, auditor opines that there could be misstatements
and their possible effects could be both material and pervasive. In such circumstances, he should make
disclaimer of opinion in accordance with SA 705,

Correct/Incorrect
1. The auditor shall modify the opinion in the auditor's report only when the auditor concludes that, based
on the audit evidence obtained, the financial statements as a whole are not free from materid
misstatement.

Incorrect: The auditor shall modify the opinion in the auditor's report when;
a. The auditor concludes that, based on the audit evidence obtained, the financial statements as a
whole are not free from material misstatement; or
b, The auditor is unable to obtain sufficient appropriate audit evidence to conclude that the financial
statements as a whole are free from material misstatement,

it QB CA Shubham Keswani

| express @ disclaimer of opj W
ence, concludes that missfmew’
to the financial statements,

r .
a dif eVld
zrVasive

tor shall express an adverse opinion yhep 4
idence, concludes that misstat ements inc'i'/ )

¢ audi 1
ividug|
to the financial statements, !

e'cf' all d'f eV
pe,.vasive

yditor has to express an adverse opinion, he pis i
n the ‘:e 45 this may have an impact on payment of his audit fees
n  fees,

n the auditor expects to modify the opinion in the auditor's :
hose charged with governance the ey ﬂv\;f ‘ed‘
wording of the modification ces_ th led

ect Whe
icate with 1
nd the

0" .
dficeti®"

Past Exams/RTPs/MTPs/SM Questio

stion 1
scuss the o)
inThe Indepen

ective of the auditor as per Standard on Audi“t?ng ( 705 *Modificat,

ations o
dent Auditor's Report". [SM + MTP II May'24] (

ylmivﬂsfandard on Auditing (SA) 705 "Modifications to the Opinion In The Independent »41'; b
AS per

1 the objective of the auditor is to express clearly an appropriately modified opinion oﬁ the
Report’ ¢

ol statements that is necessary when:
d on the audit evidence obtained, that the financial statements as a

financi
a) The auditor concludes, base

whole are not free from material misstatement: or
b) The audifor is unable to obtain sufficient appropriate audit evidence to conclude that the financial

statements as a whole are free from material misstatement.

Question 2 i W
"When the auditor modifies the audit opinion, the auditor shall use the heading "Qualified Opinion,

3 Ay s Qe lai
"Adverse Opinion," or "Disclaimer of Opinion,” as appropriate, for the Opinion section. Briefly explain

y Rty ( ini iii) Disclaimer of Opinion.
hen the auditor should express: (i) Qualified Opinion. i) Adverse Opinion and (i) Di ars

Solution AT
\ ina "Qualified Opinion,
When the auditor modifies the audit opinion, the auditor shall use the h:ea.dlr:lgseg:l:"‘. i :uditor
Aderse Opinion,” or "bisclaimer of Opinion," as appropriate, for s O::nsloA 705, *Modifications to
:hould consider the following while expressing the opinion in accordance Wi }
e ini i "
Opinion in the Independent Auditor's Report".
213
Aug
1QB e Shubham Keswani



: Lein Wiy,
non b iafe audit evidence, concludes i
, auditor, having obfained sufficient appropriate that Missteg,
‘ 3 A 4
: t pervasive or ; i ; )
m%ﬂal"w nt:lep’ro sbtain sufficient appropriafe gl evl(?ence‘ oln Which to bg, o,
m,ou§ﬁor Is tna (des that fhe possible effects on the financial statements ¢ g iy
but the auditor conclu feg,

misstatements, if any could be material buf ot pervasive.
-m U ’

; vion: The auditor shall express an adverse opinion when the auditor, hayi, -
(if) Adverse Opinion; Tne 4 concludes that misstatements, individually or in the i iy
Ligged . v, . ence’ egqf
sufficient appropriate audit evi e

are both material and pervasive fo the financial statements.

(i) Disclaimer of Opirion: The audifor shall disclaim an opinion when he is unable fo obtain SUfficiy
appropriate audit evidence on which to base the opinion, and he concludes that ﬂ‘e. Possible effeqse
the financial statements of undetected misstatements, if any, could be both material and Pervasiye.

| A5 N

Elucidate the circumstances when a modification to the Auditor's opinion is required, Also state e
factors for making the decision regarding which type of modified opinion is appropriafe. (SM + Mq)/za)

@intermediatenotess

Circumstances When a Modification to the Auditor's Opinion s Required
The atditor shall modify the opinion in the auditor's report in the following circumstances:

a) The auditor concludes, based on the audit evidence obtained, that the financial statements asq
whole are not free from material misstatement; or

b) The auditor is unable fo obtain sufficient appropriate audit evidence to conclude that the financidl
statements as a whole are free from material misstatement.

The decision regarding which

e of modified opinion is appropriate depends upon:
a.

The nature of the matter giving rise to the modification, that is, whether the financial statements
are materially misstated or, in the case of an inability to obtain sufficie
evidence, may be materially misstated; and

nt appropriate audif

. The auditor's judgement about the pervasiveness of the effects or possible effects of the matter
on the financial statements,

Nature of Matter Giving Rise to | Auditor's Judg;r;m;enf about the Pervhsi;/ér:éés of the Effects or |

the Modification Possible Effects on the Financial Statements ‘
Material buf not Pervasive Material and Pervasive

Financial  statements  are | Qualified opinion i

Adverse opinion

materially misstated

Audit QB CA Shubham Keswani

A g cudit of VED L, you a5 an aucifor are ot only p
uc'rlﬂalso are nof able o obfain audif eyj dence ., onl

prﬂ Ctdur‘@; | deal with this situation? [MTP Apr-22]
o ¥
Hovi Y
50|uyion 05," Modificafions to the Opinion in the Indepgudem Aud:toﬂ 5

459" 5 men:r, the audifor becomes aware that management has lmpo S,e.dg'l‘i'

he &9 eha'r +he audifor considers likely o resylt in he need 1o
e audt u rion on the financial statements, the auditor shall . that
iman oP! request that
giscla™
jmitafe"™ the limitation, the auditor shall . e
¢ nagement refuses to remove The limifafion, the audifop shall commpicat the mate
3f mo

th governance: unless all of those charged with governance are involved in
ed Wi 3

¢harg o whether it is possible fo perform alternative procedures to obtain suffucunf

o defermin
5 i in sufficient appropriate audit evidence, the audifor shall def
the audifor 1S unable fo obtain suffic pprop: evidence! p
il;plicaﬁons as follows: ’ g e
he auditor concludes that the possible effects on the financial statements of undefected
1 If fmwmenfs, if any, could be material buf not pervasive, the auditor shall qualify the opinion: or
rInfnsihe auditor concludes that the possible effects on the financial s'ro’f‘efnen?s of undefeftf'ed
misstatements, if any, could be both material and pervasive fo that a quhfvcaﬂon of the opinion
would be inadequate to communicate the gravity of the situation, the uudbl'ror shall: o
(i) Withdraw from the audit, where practicable and posfiblf under a?pllmble |¢1V{ or;) ;'eguluﬂ:sni,b(l::
(if) If withdrawal from the audit before issuing the auditor's report is not practicable or possible,

disclaim an opinion on the financial stafements.

; ith governance
If auditor withdraws, before withdrawing, auditor shall commumcaf"- T:":‘“zuclzu;’is: ;l:,eng rise to a
any matters regarding misstatements identified during the audit that w

modification of the opinion.

Question 5

Cﬁ 3:While conducting audit of an entity is facing the f°"°wmg.lss‘-msl -to count process of entity as
) He has ot been provided with necessary support for aftending IV

At year eng,
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Loty
+ 8 J
ds have not been provided on the p"efmqi?""'l \

",

: iding him present addresses of customers as e,
Manager is ot prov!
external confirmations. Even mail

onfidentiality. due to lack of complete details,

of entity Ay
i) He wos ot able 10 verify TW::‘ssomple basis for the purpose of vcmf.ymg expenses, by 5
has been asking for I:lsls T‘;‘ e brought 10 knowledge of higher managemcm‘ i :;\
* been making lame eXCUses: 'n

avail.
on that the possible effects on the financiql stater,
{and affecting many aspects of financial stategpy "4

| be inadequate to communicate the gravify o 1:
uation? [RTP May'24]

The auditor, CA S has come fo the COI’\C'US.I
undetected misstatements would be mafe.nu
such a case, a qualification of the opmuo.n wouh o
situation. How should the auditor proceed in such a

Solution ; >
i i ble to obtain sufficien

In the given case, auditor has not been a

inventoaies debtors, creditors, revenues and expenses. The matter was I?rough‘r to the knowledgc o

rmnagunen’t but no result has been achieved. In such circumstances, audifor should proceed qg ey

here und." O | ", al:fe‘ i S(:femenfs of Undetecteq

@mtmaﬁrﬁr&aﬂ1 ifidation of the opinion oy

be inadequate to communicate the gravity of the situation, the auditor shall:

1) Withdraw from the audit, where practicable and possible under applicable law or requlation; op

ii) If withdrawal from the audit before issuing the auditor's report is not practicable or possible
disclaim an opinion on the financial statements,

t appropriate audit evidence relatj 1n

If auditor withdraws from such an engagement, before withdrawing, auditor shall communicate fo those

charged with governance any matters regarding misstatements identified during the audit that would
have given rise to a modification of the opinion,

Question 6

Delightful Ltd, is a company engaged in the production of smiley balls, During the FY 2020- 21 the
company transferred its accounts to computerised system (SAP) from manual system of accounts. Since
the employees of the company were not well versed with the SAP
accounting during the transition period, As such the statutory au
extract correct data and reports from the system. Such data wi
the employees and the management of the company were not
information to the audit team, The auditor believes that the possi
of undetected misstatements could be both material and pervasi
the statutory auditor of the company should issue in this case,

system, there were many errors in the
difors of the company were not able fo
as nof available manually also, Further,
supportive in providing the requisite
ble effects on the financial statements
ve. Explain the kind of audit report that
(SM +RTP Nov'21)

Audit QB CA Shubham Keswani

disclaim an opinion when the aud
gl sor sha to base the opinion, and the auditor cone
50" i which detected misstatements. if any
15 of UNde e
emen
fin? ase pelightful Ltd, the statutory auditon of %
prese™ . m the SAP system for conduct of audiy, Al
orts he auditor believes that the possiple off

eover: f h 3 A et
or ents could be both material and pervasive,

f y missmfem

< atutory auditor of Delightful Ltd. should give o disclai
the 57
ps

uld state in "Basis for opinion" section of audifor's report

au‘;ﬂo r i
n the financial statements, what amendments e should make

n7
n audifor sho

inion 0
figs the op!
modlf'

50[01::  should state in "Basis for Opinion” section of Auditor's Report as under:
qudito

An inion: . . . it 3

i for 0 .ml,«apof‘f shall include a section, directly following the Opinion section, with
QUAITOfS, T vt =

T for Opinion B 3 : A

*Basis he audit was conducted in accordance with Standards on Auditing;

t 1
j) states :hihe section of the auditor’s report that describes the auditor's responsibilities u
i) Refers 10 -

i statement that the auditor is independent of the entity in accordance with the relevant
L InC|Ud|65 aequi rements relating to the audit and has fulfilled the auditor's other ethical
thical 2 1 :
3 nsibilities in accordance with these requirements. e #
L. he auditor believes that the audit evidence the auditor has obtained is sufficient

i) States whether t N
Y and appropriate fo provide a basis for the auditor’s opinion.

Amendments an Auditor should make : : o
When the auditor modifies the opinion on the financial statements, the auditor shall, in addition

specific elements required by SA 700 (Revised): Revised) to Basis for Quaified

() Amend the heading *Basis for Opinion" required by paraof SA 700 (Revise o dpe )
Opinion," *Basis for Adverse Opinion,” or *Basis for DiSC|aIfT\¢P o.f OPIT:n‘modifssuﬁon

(1) Within this section, include a description of the mattfer giving rise fo the

A b
i
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TR due 1o an ingbif;
3 financial statements 1Y 10 gp
mf:;?wu amend the description of the "“""""‘%”

Expla:;u(m May-22 + Tuly-21)

£ inancial statements due o an inability 1 gp, -
. s inion on the financial 5t ain
the audifor disclaims an opini

: il amend the description of the auditor's . oy
idence, the auditor sha Porn,
ERporiore d.dt o

fired i include only the following: 4
?nd by ‘:’:’:{ ogm(h:l:d ?,:{:;;oﬂs responsibility is o conduct an audit of the entitys ¢
A staf

iti to igsue an auditor's report:
ith Standards on Auditing and : i -
statements in accordance vit] because of the matter(s) described in the Basis for Disc%
‘b, A statement that, however, X & e p
& not able fo obtain sufficient appropriate evidence g
Opinion gection, the auditor was : 7 prov,
~ abagis for an audit opinion on the financial statements; an ' - '
¢ The statement about auditor independence and other ethical responsibilities required by 54 -
 (Revised),

@1 P Wﬁ l balance of the company
91032022 is 1 1,00,000/- and the turnover of the company for the year is Z 6 crores. Tr,
management of the company informs CA Daisy that such cash verification is not possible as the cashier

15 on leave for his marriage and no other employee of the company is available as all are busy in year
ending activities, Explain the relevant provisions to deal with such a situation.

Solution

management remove the limitation.

In the present case cA Daisy, the statutory auditor is unable to verify the cash in hand of Zebra Ltd.
as.0n 31.03.2022. The same is due 1o q limitation imposed by the Mandgement of Zebra | td. which is due
to the non availability of the cashier. In such situation, cA Daisy should perfopm alfernaré“;)r’:czdures

toverify the cash on hand of the company. Further, CA Dai i
3 7 sy should consider the !
report and may consider Issuing a qualified opinion, R onthe auditars

Question 10

Distinguish between an adverse g
types of opinion, [5M]

Audit QI3 CA Shubligm Keswani

pinion and a qualified opinion; Also draft an opinion Paragraph fop both

e 2|8

=

- Augi
Paloplo,

i dmﬁafﬁgopiiaum@
follo”

inion 5 o e
T . ey o s
e hav® rdmgdfoasfhe'l'blding -addsaﬂ&-;;

e aether referred To as "fhe Gro) 5 esocites nd sty
s solidated balonce sheet as f March 31,2021, the
e od statement of changes in equity) end the 2
5, and rotes To the consoidated finnciel sictements i
(hereinafter referred o as m‘mﬁ-ﬁ

(Consolidaf

: then ende d

;$1 accounting policies

nion and to the best of our information and mﬂg ‘ |
anificance of the matter discussed in the Bacic for Adverse Opinion section o

e SI:Y ing consolidated financial stafements do not give @ frue and fair view in contormny

acc":::ng principles generally accepted in India, of their i on
ic:dﬂfes and jointly controlled entities, as at March 31, 2021, of iis consolideted prof e
< ; e

(cnsolidated position of changes in equity) and the consolidated cash flows for the year then ended.

In our OPi

(b) Qualified Opinion imited ("the Company). which
We have audited the standalone financial statements of ABC Company Limited

comprise the balance sheet as at March 31, 2021, and the statement of Profit and m;(sml M:
changes in equity) and the statement of cash flows for the year then ended, }m:hmm"s ;fnrmﬁm('n
statements, including a summary of significant accounting policies and oines bm’;‘ymoﬂhe
Which ape included the Returns for the year ended on that date audited by the

Company's branches located at (location of branches)) .

4 : iven to us, except
:" %P opinion and t +he best of our information and according fo 1?:'?(;‘::\;::@9“":# our report,
or 1] / q . i ualit R s
th he Possible effectq of the matter described in the Basis forQ L accoll\fi‘gl’"'qi's

€ afopegqiy .. R o ormity wit
resaid financiql statements give a true and fair view confecait)




y = he Company as at Le"h
A state of affairs of T March s
nﬁ’;y;f;:;sadlﬂwsforthcywr endedon that date, T2y

sy
fa ?

i ok Ef Polex Ltd. engaged in the r . .
e the statutory auditors © : 2 Manyf
Raj & Asx";iy“ > Duri the course of audit, CA Taj, the engagement nql.‘ .
watches, for 202t constituting about 80% of the total assets of the fogg

s of the compary :
company has committed a fraud during the Yo

reflected in the financial statements for the year ending 3103

+hat the impact of both the situations on the financial stat, 2021
financial statements represent a distorted view of the g g
requirements of CA Taj. (SM) ey

Accordingly, CA Ta is of the view
-ﬂu‘ﬂaﬂpns‘nmdfh&‘l‘he
Ffairs of the compeny. Explain the reporting

Solurtion
B o bl an adversz opinion when the auditor, having obfained sufficient Pproprs
it evidence, concludes that misstatements, individually or in the aggregate, are both materjy a;

pervesive to the finaicicl statements.

@iatermediatenotess.... ...

80% of the total essets of the company are nof realisable. Further, the cashier of the company hes
committed a fraud during the year under audit. Such situations are not reflected in the financd
statements of the company despite having a material and pervasive impact on the financial statements,

Conclusion:
As s:d\ CA Taj should give an adverse opinion. Further, CA Taj should also consider the reporting
responsibilities under CARO 2020 and section 143(12) of the Companies Act, 2013 ;

Question 12
Ltd. i :
mﬁemz;zmmifmwr ” }:n the manufacture of office furniture, M/s Young Old &
the engagement partner c»:yy :osf.oa; zh:ompony for the FY 2021-22. During the year under audit
. and short ferm. CA Young un:u;irandcs n:, " the company has not bifurcated its loans ino long fern
:' material. Explain the o e ﬂ"\lSSTcl?emem is not pervasive though the same is
type of opinion that should be given by M/s Young Old & Associafe:in this case

Solution (SM)

MWsY Old & Associ . o
7 ﬂwar;ng—bifwmf/xmes Sh‘?“'d give a qualified opinion s the effect of the misstatement t
ion of loans into long term and short term loans, is material but not Per: °_" 0

asive,
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Associﬂf 2
e terial misstatements in t ‘efymunc' staty
decided to give an adverse opinion_

:\muni cation with those charged with govg,-,'-n',‘}c'f'

he circumstances that led to the expected

ut T SRR mod
of such modification also needs to be. discussed.

Mot o

@ rAssociU*zs' statutory auditors of Opague Ltd., are in the process of fi
N‘ ABC company but in view of their inability to obtain sufficient oy

o+ of ?hedisclai"‘ their opinion on the financial statements, Exploinrg::: 23
tes pursuant to SA 700 (Revised). How they will u"d e kzy
A 701 when they are expressing disclaimer of an opinion on the

es that if +he auditor is unable to obtain sufficient appropriate audit evidence fo co
statements as @ whole are free from material misstatements, the nddifo,'- 2
th requirements of SA705. !

ution
5A700 requir
that financial :
gpinion in accordance Wi

5 requires that when the auditor disclaims an opinion on the financial statements due to an imbiliﬂ
ficient appropriate audit evidence, the auditor shall:

at the auditor does not express an opinion on the accompanying financial statements;
cause of the significance of the matters described in the Basis for Disclaimer of
e auditor has not been able to obtain sufficient appropriate audit evidence to

SATO

0 obtain suf

j) State th

ii) State that, be
Opinion section, th
provide a basis for an audit opinion on the financial statements; and

iii) Amend the statement required by SA 700 (Revised), which indicates that the financial statements

have been audited, to state that the auditor was engaged fo audit the financial statements.

Alternative Solution

When an auditor disclaims an opinion on the financial statements due fo an inability

Ppropriate audit evidence, the auditor shall amend the description of the audit

fequired by SA 700 (Revised) to include only the following:

) A statement that the auditor's responsibility is fo conduc an ad
stafements in accordance with Standards on Auditing and foissue dn qudtons

to obtain sufficient
r's responsibilities
dit of the entity's financial

report:
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i b?cnﬁse of the matter(s) described in the Basis fopl’é“‘“
ver, o

at, however, DECE=E in sufficient appropriate audiy o.:, Sl
ection, the auditor was ! kg ts; and T
s anoudit (;pin ﬁon_*hefi““"Ci°| smcme: 'ethicol responsibiliti i
S Tor O ditor independence and other 5 requiney by s
‘7N

statement about oU

© SA 705 requires that unless requi
financil statements, the auditor's repor
with SATOL

red by law or regulation, when the auditor disclaims qp . o
+ shall not include a Key Audit Matters section i Nop N
C

SA 706 (Revised) on “Emphasis of Matter Paragraphs and
Other Matter Paragraphs In The Independent Auditor's Report"

e T NN

il Correct/Incorrect :
1. The inclusion of&nnM Empi:las.is of Matter paragraph in the Auditor's Report affects the QUditop'
opinion. [MTP Mar-21]

Incorrect: When the auditor includes an Emphasis of Matter paragraph in the auditor's repont, the
ica the auditprés opinjon is not modif d in respect of the matter emphasizeq
IRESENG UG TIeR0IESS - fen.
? l in;:lusion ;>f an Emphasis of Matter paragraph in the auditor's report does not affect the auditor's
opinion.

Past Exams/RTPs/MTPs/SM Questions
Question 1
State clearly the objective of the Auditor as per SA 706. Also define emphasis of matter paragraph
and other matter paragraph. [MTP Oct-20]

As per SA 706 (Revised) on “Emphasis of Matter Paragraphs and Other Matter Paragraphs In The

Independent Auditor's Report®, the objective of the auditor, having formed an opinion on the financial
statements, is to draw users’ attention, when in the auditor's Jjudgment

of clear additional communication in the auditor's report, to:

a. A matter, although appropriately presented or disclosed in the financial statements, that is of such
importance that it is fundamental to users’ understanding of the financial statements; or

it is necessary to do so, by way

b. As appropriate, any other matter that is relevant to users' understanding of the audit, the auditor's
responsibilities or the auditor's report,

Emphasis of Matter paragraph - A paragraph included in the auditor's report that refers to q matter
appropriately presented or disclosed in the financial statements that, in the auditor's Judgment, is of

such importance that it is fundamental to users' understanding of the financial statements.
Audit QB CA Shubham Keswani

S, 22

ha" 4
o8

(”Af
i
Ref®

n o ues 1
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het
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BRI paragraph included in

@ :e dor disclosed in the financial stq emen
¢ 05 pr¢5""‘rI Jing of the audit, the auditor's respons|
1 a SIbif

s ynder®! o
r i '

. of Matter Paragraph and how it should
i &
20)

2
e ha
e

A7 R

ncludes an Emphasis of Matter paragraph in the ‘ou
h within a separate section of the auditor's
m "Emphasis of Matter";

quditor
de the parade®

udes the Ter :
e aragraph a clear reference to the mattep being emp)m'

e g fully describe the matter can be found in the financial stot
sufr A information presented or disclosed in the financig statemen
g +he auditor's opinion is not modified in respect of the nmm,‘--;mp‘

eport with an g

N T
i) Jhat incl

i) 2
io.n 3 mpany engaged in publishing business magazines, CA P is the sfhnory auditor of ¥
d.is t:':: chpdnY takes property in the barter deal from ifs real estate customers aqain
n of their advertisements. The properties obtained during the year through such bart

onsidered in the books of accounts on the basis of possession letter only and have ki
have been CPPE in the financial statements. Considering this matter of such importance that is
included ,‘I:al +o the users understanding, CA P has decided to communicate the same in his report. CAP
Zt:i:r;":ur quidance in reporting this matter in BTG A (5]

p Lt
compdl’\Y~
Publicoﬁo

Solution : :
If the auditor considers it necessary to draw users' attention to a matter presented or disclosed in the

financial statements that, in the auditor's judgement, is of such importance that it s fuT\dnn\entul to

ters' understanding of the financial statements, the auditor shall include an Emphasis of Matter

paragraph in the auditor's report provided: :

) The auditor would not be required to modify the opinion in accordance with SA
the matter: and

l : ; it matter to be

) When sA 701 applies, the matter has not been determined to be a key audi

MMunicated in the auditor's report.

705 os a result of
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"‘I i »immmm\gh bnn‘erdeulsmu
Mkwonty. hence thereisuneed

=

?oqdaE

udi |
‘,mp""y dlo sed by the company in the notes o
ot oS du:_c; 31,03.2022. CA Kamalnath decided o
erties obta Q endd = the matter is of such importanc
the financial statements, rich, describes the effecty ?;'h‘ Y.:: is of the s ‘ ':Ttotemems. Help CA Knm‘lolw 5
inion is not modified i R 108 ¢ the financtd@ L
3 the company. Our opinion is o N respegy " ing0
obtained through barter by oy 2 st :
1. (M
o .
1 is a need to add Emphasis on Matter Paragraph
imited is into th litigu;im; relating to some legal action initiated by the i - g)ﬁ”" cesent case there !
Pure Services Limited is - T ioh Court. Keeping in view uncertain nthe 3
The matter has reached jurisdictional High Pl " relateg same is as under

mgdll'l_. :mof matter, statutory auditor of the company has decided to include Emphasis of Matt,, = + of ,;::ter _ Effects of Fire in Company's Factof

i-.,"'.’ B ror = report. te Y of the financial statements, which describes 1

*[ )_ g. g 2 = 4 be taken care of by the statutory auditor when EOM parg p W attention to No T + of thi i1
i) Briefly discuss the considerations to gnoph We factory. Our opinion is no espect of this matter,

is included in quditor's report. ool ny's 10
i) State any two examples of circumstances where the auditor may consider it necessary 1o include o, Comp® 5A 710 °C omparative Information - Corresponding Figures
TP Sep24 Comparative Financial Statements” .
_ EQMmrigmph(M ep )d' t ‘ t omp ]
@,l,n E rme Ea E n 0 EE‘ S e ; ! £ the comparative information that is presented incnenﬁtYs fmml' statemen

When the auditor includes an Emphasis of Matter (EOM) paragraph in the auditor's report, the auditor gy pature ©

shall:-

a. include the paragraph within a separate section of the auditor's report with an appropriate heading
that includes the term "Emphasis of Matter”

b. include in the paragraph a clear reference fo the matter being emphasized and to where relevant

disclosures that fully describe the matter can be found in the financial statements. The paragraph

shall refer only to information presented or disclosed in the financial statements and

indicate that the auditor’s opinion is not modified in respect of the matter emphasized

(if) Examples of circumstances where the auditor may consider it necessary to include an Emphasis of

Matter (EOM) paragraph are:

 Anuncertainty relating to the fufure oufcome of exceptional litigation or regulatory action

* A significant subsequent event that occurs between the date of the financial statements and the
date of the auditor’s report.

* Early application (where permitted) of a new accounting standard that has a material effect on the
financial statements.

e Amajor catastrophe that has had, or continues to have, a significant effect on the entity's financial
position.

Audit QB CA Shubham Keswani
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- ments of the applicable financial reporting framework. There are two different
on the require the auditor's reporting responsibilities in respect of such comparative infe
appr‘oﬂches.7°fi ures and comparative financial statements. Explain clearly stating the essential gudi 4
(omrst?::d:‘igf’fefences between the approaches. Also define comparative. information o it
epo

rocedures regarding comparative information. (RTP Jan'25/May-19 + Nov-23)

Solution ; ; -
The nature of the comparative information that is presented in an entity's financial statements deperds

anthe requirements of the applicable financial reporting framework.

) ; ilties in respect of such
There are two different broad approaches to the auditor's reporting re_sponsﬂ.)llmcs mm Z
tmparative information: corresponding figures and comparative f.mnc-fil sTm % of ¢
S adopted is often specified by law or regulation but may also be specified in the femms

The essential qudit reporting differences between the approaches are

4 %""di’“\ﬁ%‘ the auditor's opinion on the financial stat
Period only; whereas

ements refers fo the curent

Augiy
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Ly
itor's opinion refers to each pe, My, it : |
Ch-11 AuditReport | statements. the auditor's opin Period fqp Which:,m"\ C"-ll M Hdification paragraph in the auditor's report, the auditor shall either:
For. comparafive f"“‘"u;d posis ol‘:\‘ +he current periods ﬂgur:s and the corresponding figures in fhe d
esented. he bo dification when the effects or possible effects of the.
T i i e e to ise to the mo possible effects of th
) % The amounts and disclosures included i, i T ue‘::r giving "S:gures are material; or yhe
e | i i i i ! g iod's fi ; : y
Definition _of Com arative mforme oot periods in accordance with the applicable flnonciql re::r(,‘ ma,-ren eriod explain that the audit opinion has been modified be o the of fecfs i
<tatements in respect of one or mor My ;“ ofher casff unresolved mafter on the comparability of the current Seriols flare
n f the th
framework. b fects :dinQ figures. : e
e . 5P ‘
i arative information ‘ r e | - - | il
S m‘dm' comh ther the finoncic SEI ﬂ.le COmpa‘ranvg nformgy, 4o obtains audit evidence that a material m'.sﬂournenf exists in the prior period f"“_ i
T ' ockandwhethensuchinformationts Appropri pe auditor nmodified opinion has been previously issued, the auditor shall verify whether
required by the applicable financial repor:'ﬁ f::m:?e whether: atel il nts on which O’L:en dealt with as required under the applicable financial reporting f 7
: “ :
classified. For this purpose, the audifor Sw;h the amounts and other disclosures presented in th, Price Smmis atemen’ ’:\e case, the auditor shall express a qualified opinion or an adverse opinion in fh‘
i 3 es he Lt 1 I ed ‘
o The comparative information agre! e that 1SN + neriod finoncial stat erante !
' ; d, if on the current p :
2 i ive i tion are consistent with those qon on PR Cnont
b. The accounting policies reflected in the comparative informatio Dpleg 2 hor=

in the current period or, if there have been changes in accounting policies, whether those changey
in the ¢ i ,
have been properly accounted for and adequately presented and disclosed.

If the auditor becomes aware of a possiblv; material misstatement in the comparative information While
H 3 | audit procedures as arp
Hermedigtenotess:. s
material misstatement exists. If the auditor had audited the prior period's financial statements, the
audifor shall also follow the relevant requirements of SA 560.

As required by SA 580, the auditor shall request written representations for all periods referred toin
the auditor's opinion. The auditor shall also obtain a specific written re presentation regarding any prior

period item that is separately disclosed in the current years statement of profit and |

Question 2

The senior member of the firm Kaur & Associates, Chartered Accountants, informed to its auditing staff
that at the time of audit reporting regarding corres,

ponding figures, when corresponding figures are
presented, the auditor’s opinion shall not refer to

the corresponding figures

except in specified
ces? [May-22)

circumstances. What are those exceptional circumstan

Solution
Audit_reporting Regarding Corresponding Figures

When corresponding figure
auditor’s opinion shall ot refer to the corres,

§ are pregented, the
ponding figures except in the follow

ng circumstances

1. If the auditor's report on the prior period, as previously issued,

included q qualified opinion, a
disclaimer of opinion, or an adverse opinion and the matter which gave rise to the modification is
" g c

unresolved, the auditor shall modify the auditor's opinion on the current period's financial statements,
Audit OB CA Shubharn Keswani N s
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¢ I § chor(

inancial Statements Not Audited- If the prior period financial statements were not
menu paragraph in the auditor's rcport that ﬂu
qudited: the au' : res are unaudited. Such a statement does not, however, relieve the auditor of 1K¢
correSPOndifnszoff:mm sufficient appropriate audit evidence that the opening balances do not contain
requiremen

that materially affect the current period's financial statements.
nts
missfafeme

i

d CA N as the statutory auditor for the F.Y. 2021-2022. Previous year's m:;i;:: g:‘;eb:
V I
NG Ltd. OPPf"_"fC the Comparative Financial Statements for the year ended 31.03.202.1. n:n b
qualified gty nsibility casted on CA N when he forms an opinion and prepares audit repo
he reporting respo -
‘Co:n;a:ahve Financial Statements for the F.Y. 2021-2022?

Question 3

v s 48y

itor: As per SA 710, if the financia
orion Period Financial Statements Audited by a Predecessor Agdlmdn-,o::, pebfrddis
stutememsvo; the prior period were audited by a predecessor auditor,

i NG Limited shall state in an
opinion on the current period's financial statements, CA. N, the auditor of

Other Matter paragraph:

(0 Thrt the f?nnmjml".hncmcnts of the prior period were ‘]fjd"ed :Y
b. The type of opinion expressed by the predecessor auditar and,
reasons therefor and g

« The date of that port, unless the predecessor auditor
statements is revised with the financial statements.

a predecessor auditor
if the opinion was modified, the

s report on the prior period's financial

21
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QB cp Shubliam Keswani




1
on

f;;rﬁl;;anches The four branches are uudffed

bYono i
Qlp

v is auditor of a company having 5
icky Yadav _'s‘ﬂ;d.:o:-h & reports inrespectof accounts of bmnchesd exam;(ned by er hay, | th,
A ain. : :
ditor CA. Yamini auditor. During the course of audit, CA Dicky Yadav asks the branch g ::o,
k bm‘smht: °°:‘ ::lnr:yary of audit procedures and findings in respect of accounts of branches exomin::
share with her su

in. Di he issue. (SM
CA. Yamini Jain feels it os encroachment of her domain. Discuss the i (SM)

Solution
As per SA 600 -

ditor the audit procedures applie: Tay :
:::Z:d::e; :nd findings which may be in the form of a completed questionnaire or check-list.

*Using the Work of Another Auditor”, the principal auditor might discyss With th

d on review a written summary of the othep Uity
s

Such review of audit procedures and findings can be undertaken if principal auditor feels that it
necessary fo apply such procedures to obtain sufficient appropriate audit evidence. It is pos o
§ encroachment of another auditor's domain,

’: l"': a7 "’i!

d 2 ¥
;- s,mi/;ﬂi; °> mpany incorporated in India. It has branches within and outside India. Explain who can
‘i ‘Iﬂfe@m rl@b&m@tﬂ‘ﬁ So explain to whom branch

or is required fo report. [SM]

Solution

Sub-section (8) of section 143 of the Companies Act, 2013, prescribes the duties and powers of the
company’s auditor with reference to the audit of the branch and the branch auditor, Where a company
has a branch office, the accounts of that office shall be audited either by the auditor appointed for the
company (herein referred to as the company's auditor) under this Act or by any other person qualified
for appointment as an auditor of the company under this Act and appointed as such under section 139,
or where the branch office is situated in a counfry outside India, the accounts of the branch office
shall be audited either by the company's audifor or by an accountant or by any other person duly g
fo act as an auditor of the accounts of the branch office in accordance with the laws of that
and the duties and powers of the company” s auditor with reference to the qudit of the branch
branch auditor, if any, shall be such as may be prescribed.

qualified
country
and the

It may be noted that the branch auditor shall prepare a report on the accounts of the branch examined
by him and send it to the auditor of the company who shall deal with it in his re;

port in such manner as
he considers necessary.

k
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: s udit'RSP:;; 12 of the Companies (Audit and Aud
U’Ll Iv[:as per” company's auditor and reporting of

he™™ 1 the the extent it relates fo the Concemgdhbu:hc
1o »

.ol auditor of OP Ltd. There are severq| divisions of
ci he procedures Mr. L should ordinarily perfopm o
fa'r the work of other auditors is adequate for the
t. (May'24)

ain

state e
Principal q

I
it eVl enc‘e signmen
L of this ass!9

conf

jution | qudifor should perform procedures to obtain sufficient‘aﬁé;-oﬁ,;,
a

The princi " the ofher auditor is adequate for the principal auditop's s,
o work ©

; t.
Pecific assignmer’
$

+he work of another auditor, the principal auditor should ordinaril
n using !

Wwhe -
peell” ther auditor of the use that is to be made of the other auditor
i) pdvise fhe~ ? nt arrangements for co-ordination of their efforts af the l"'tm}l!ng i
make Sl.]ff-IC'T auditor would inform the other auditor of matters such as are as req
e P r'l"‘c:’:n procedures for the identification of infer -component transactions
C?nj:jszrrae am; the time-table for completion of audit; and :
ii) ::\;se the other auditor of the significant accounting, auditing and reporting requirements
i obtain representation as to compliance with them. : : B
incipal audifor might discuss with the other auditor the audit procedures o_;fphef:l or revie a
: Ijr‘ie'rrern summary of the other audifor’s procedures and findings which may be in the form of @

i i inci i ish to visit the other auditor.
completed questionnaire or check-list. The principal auditor may also wish

SA 299 “Joint Audit of Financial Sfotemnts"r

Question 1 3 S taudi'r- lan.
Before the commencement of the audit, the joint auditors ShOUId,dISC.‘ESMd :Zﬁ;”;i:'s"und con:non
Indeveloping the joint audit plan, the joint auditors should ldentlf?' dlwsm: cESM e

audit areas, Explain stating the other relevant considerations in this regard.

Solution

; develop a joint audit plan.
Before the commencement of the audit, the joint auditors should discuss and develop
I

1evelopiy the joint audit plan, the joint auditors should:

08 dorsic. o . -
dentify diyision of audit areas and common audit areas:
* 0SCertain the reporting objectives of the engagement:

Aug
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= Leggy,
¢ among all oint auditors the factors that are significqne e :?::é:d“
icate amend osssni “Hi

teanis efforts;
er the results of preliminary enge
crm\ the nature, timing and extent 0

y

gement activities, or similar engagements pery

£ resources necessary to accomplish the engqge:en%
o

Auditor is responsible only for the work allocated to him" Di;c%‘
I

OR

e of India to various 4 countries of the world, s

t decided to appoint joint auditors for condy,

Joint Audit, “Each Jo

HMB Limited's business has grown from one stat
business has increased manifold, the mamg_emen
statutory audit of the company. They appointed thre
auditors will be jointly & severally responsible? [Nov-22]

Nce
Cti)
e CA firms for it. For which audit wopk fh::h

In

In respect of audit work divided among the joint auditors, each joint audifor shall be responsip, o
for the work allocated to such joint auditor including proper execution of the audit procedures,

On the other hand, all the joint auditors shall be jointly and severally responsible for:

R ich.is.pot divi joint.audifo; is.cagpied out by all joint auditors
mm&ﬁm@m&iég f common audit areas;
“Tatters wHich are brought o the nofice of the joint auditors by any one of them and there is g

agreement among the joint auditors on such matters;

examining that the financial statements of the entity comply with the requirements of the relevant
statutes;

presentation and disclosure of the financial statements as required by the applicable financid
reportingframework:

ensuring that the audit report complies with the requirements of the relevant statutes, applicable
Standards on Auditing and other relevant pronouncements issued by ICAT.

In case a joint auditor comes across matters which are relevant to the areas of responsibility of other
Joint auditors and which deserve their attention, or which require disclosure or require discussion with,
or application of judgment by other joint auditors, the said joint auditor shall communicate the same fo
all the other joint auditors in writing prior to the completion of the audit,

Question 3
The practice of appointing Chartered Accountants as

Joint auditors is quite Widespread in big companies
and corporations. Explain stating the advantages of t

he joint audit. [SM + MTP Apr-23]

Audit QB CA Shubham Keswani

M i ‘l'h°’1 4 corporations. J om?" guc’h basically
Mid a +han one firm of auditors o render
oM ore cting individually. It essent

m
lish a
it 10 accof“l::'mge
icu! adva 7
gifie great
fad

s < the advantages that flow may be th, f?:l
¢ term ;
ocific ertise. : ;
s si'har‘i"g o nutual consulfation.
ta
Advan
@ ]
eWCiis
L or quality ©

e Of

rk'oad.

f per‘fOrmance'
5 ‘e 10 the clienf.

rvice = | 2

: ImPl“’Ved sef multi-national companies, the work can be spread using

o reSP“*'o o better position to deal with detailed work and

. g re in 5

which @
Lower ST¢
wer costs

ff development cosfs.
1o carry out the work. 5

S L'0) calthy compefition towards a better performanc

A sensé of h E
“Hard Work is like Gajar ka
May Take time,

but Results are Sweet”

B\



CARO 2029
3 "&i@ﬁnmiz il P
i any. Mr. Chetan i g
nted as an auditor of Spot Limited, a small company. s ovare
' n opplicoble to small compa
%

) Mpy
cability of CARO 2020, [MTP T Sep24 + SM]

Solution 5
CARO 2020 shall apply to every company

jes Act, 2013, except- R ; i
Z)Of‘ ﬂl:: f:mpz:::an; as defined in clause (c) of section of the Banking Regulation Act, 1949,
i) abanking

38;

i) an insurance company as defined under the Insurance Act19 ey

iii) a company licensed to operate under section 8 of the Com;?an o f‘h o

iv) a One Person Company as defined in clause (62) of sechon. 0 g P and q smal
company as defined in clause (85) of section 2 of the Cornpanles Act; an . ;

v) aprivate limited company, not being a subsidiary or holding company of a public company, having q
» paid up capital and reserves and surplus not more than one crore rupees as on the balance sheet

date and :

* which does not have fotal borrowings exceeding one crore rupees from any bank or finanejy

instituti i i i inancial year, and

ipstitution at any point of timedyring the financia paigl ;
@ ﬁ ﬁ'ﬁma +ﬂ &m@tﬂ@@I to the Companies Act

including revenue from discontinuing operations) exceeding ten crore rupees during the

financial year as per the financial statements,

|uding a foreign company as defined in clause (42) of Sect,
h

Question 2

G Pvt. Ltd. had fully paid up Capital and Reserves of 2 1.20 crore as af the end of F.Y. 2024-2025, During
the F.Y 2024-2025, company incurred losses to the tune of 225 lacs. During the year, the company also
borrowed 2 55 lakh each from a bank and a financial institution independently. Tt had a turnover of 2
850 lakh (other than revenue of 250 lakh from discontinuing operations), Ascertain whether CARO,
2020 is applicable to the company. [May-22]

Solution
Applicability of CARO, 2020 in case of Private Ltd. Company
including a foreign company except-a private limit
of a public company,

i CARO, 2020 shal| apply to every company.
ed company, not being a subsidiary or. holding company

(i) having a paid-up capital and reserves and surplus not more than one ¢
sheet date; and

(ii) which does not have total borrowings exceeding one crore ru|
institution at any point of time during the financial year; and

rore rupees as on the balance

pees from any bank or financial
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- ies that nighCA
Mo o ny. List out the classes of companies that are sPe‘-"f'm”y exe 2 ‘

2023 Fave . total revenue as disclose Sched
7 d,sconﬂnuing operations) eXceeding ten cn b

“Up capital gng,
Nstitution qre (5 ‘i-dkh"g S
50 lakh + 2 250 Lnkh)) Y

g Ulakhie,

pove fo the given case, 6 PVt Ltd, s pajg

th a b, borr owings from a Bank and financiq

”p:‘)" 25 Lak (i'nclu ding discontinuing operations (2 8
k yrnove”

Crore,

a5 and turnover dre exceeding the specified limit and 4

ing 'ul‘ifore
of CARO, 2020.

+¢ porro¥
el its h
S pplict™
f!

on 3
state the
A\ The compﬂn
L has
The COmParly

ditor's reporting responsibilities under CAiQZ) 2020 wen -
y has raised money by public issue,
made private placement of shares, [SM + Jan-21]

(i)

Golution .0 are the disclosure requirements as per CARO 2020, with respect to the moneys r a sed

The foIIoWI"9by way of initial public offer or further public offer and where the company has made
n «nd

ihefci’::::ll allotment or private placement of shares.

prefe!

moneys raised by way of initial public offer or further public offer (including debt 3
(i) whefhi:) and term loans were applied for the purposes for which those are raised. If nof, the defails
'"5";:“ ernwifh delays or default and subsequent recfification, if any, as may be applicable, be reported.
fogethel

(i) whether the company has made any preferential allo.tment or private plac:m;nt ovflhs:;;r:s'::
convertible debentures (fully, partially or optionally convertible) during the ):uran i “s; helteds
requirements of section 42 and section 62 of the Companies Act, 2013 hav.e dee: corfnp el ol
funds raised have been used for the purposes for which the funds were raised, if nof, p

respect of amount involved and nature of noncompliance.
1
o
Question 4 = dical products has
W Ltd. o biopharma company and global manufacturers o selfd T.r"::: :L;C\:r:nr::e bas; of security
ensactioned working capital limits of ¢ 5.99 crores fmma"ﬂ““:;; of UVW Ltd. considers that
o current qssets. During the year under audit, the stafufory o j cedures over the company's findl
i“vem"”)’ IS material to the financial statements and performs e pro' inventory count and without any
"entory reconds +o determine whether they accurately reflect actud

233
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3 ‘Soiuﬁon
' Clause (i) of Para 3 of CARO, 2

,-y,,what are the reporting requiremems ung

. for each class of inventol Ly

case? [Nov23] OR :
the matters fo be included i
ry and working capital limits.

n auditor's report as per CARO, 2020 regarding - Veri
Icqy

[RTP May-22] i,

020, requires the auditor fore ort
ion of inventory has been conducted at reasonabe in e

i ificat!
a. whether physical verifi f the auditor, the coverage and procedyn e

in the opinion 0 5
management and whether, in > ; : i of
verification by the management is appropriafe; whether any discrepancies of 10% OF Mope ’_:‘Q

aggregate for each class of invenfory were noticed and if so, whether they have been Properi, i
with in the books of account; :

. whether during any point of time of the year, the company has been sanctioned working capite| i
in excess of five crore rupees, in aggregate, from banks or financial institutions on the bgs; . o;
security of current assets; whether the quarterly returns or statements filed by the company "
stich banks or financial institutions are in agreement with the books of account of the C°fnpany_ i

s

not, give details;

ihtermediatenotess ...

ion and diversification of the business. However, the company utilised these funds for repayment
of long-term loans and advances. What are the reporting requirements under CARO 2020 in this case)
o [RTP Nov-20 + Nov-22)

Reporting Requirements under CARO 2020 isi i
zozgo’ ﬂleg augdi for raising funds: As per clause (x)(b) of Para 3 of CAROQ,

T
e:]r;:: :::,:::Z:Y has to re?orf whether the company has made any preferential allotment
g ?h:r;:::;/erhbl: de?en?ures (fully, partially or optionally convertible) during
2 rements of section 42 and section 6
il . 2 of th i
::i:::e:" comphed_ with a"_d the funds raised have been used for the purposes f s Co‘mpames e
. IT not, provide details in respect of amount involyed and nature o?n i M]lh‘Ch Medied 0
on-compliance.

or private plac;
the year and i

Facts of case

In the present case. Ts i i
gl pres J L'fd. has raised funds by issuing fully convertible dep,

ITication of the business, However, the company used the asbssor kil
and adj/ances instead of utilisation of the same for the ur,
€Xpansion and diversification of business, $e5]

sfur;ds for‘ "epayment of long-term loans
€ Tor which the fynqs were raised i.e.

Conclusion;

than the Purpose for which 4
Audit QB CA Shubham Keswani

", n
) g;ve
i :ju include "

l"do, ring year Co. has provided loans or provided advances in ng
if 8 v'lhafher du rovided security to any other entity [not applicable. to camy,

b, whe

©

A .
tal Y o7
cer he above ifems in paragraph 3 of CARQ ;

or P e
to give loans], if so, indicate-

te amt during year, and balance o/s at BS date wr.t. such loans:
aggred? os or security fo subsidiaries, joint ventures and associates;
yarante during year, and balance outstanding af BS date w.r.t such [ 4GS 1
i Agg- o™ ies, joint ventures and associates;
subslfi"‘rsﬂr;zn ts made, guarantees provided, security given and TaCs of grant
ther 4.nveawre of loans and guarantees provided are not prejudicial to the com
advances I : loans and advances in nafure of loans, whether schedule of repayment of
in resPecffOinTemZS t has been stipulated and whether repayments or receipts are requl o
payment :is overdue, state fotal amount overdue for more than 90 days, and whether r
if amo::ve been taken by company for recovery of principal and interest; g
sfheel»’:h or-any loan or advance in the nature of loan granted which has fallen due during the year,
: :een renewed or extended or fresh loans granted to settle the overdues of existing loons'givw.t,o\
the same parties, if so, specify the aggregate amount of such dues rel'wwcd or extended or seftled
by fresh loans and percentage of aggregate to total loans or advances in the nature of loans granfed

srantee:
pusin slis

during year [not applicable to companies whose principal business is to give Ioans?:

whether company has granted any loans or advances in the nature of loans either repayable on
demand or without specifying any terms or period of repayment, if so, specify the aggregate amount,
percentage thereof to the total loans granted, aggregate amount of loans granfed fo Promoters,

related parties as defined in Sec 2(76) of Companies Act, 2013;

T

2 Further, Clause (v) of paragraph 3 of CARO, 2020 states in case the company has accepfcd depos';:

) whether the directives issued by the Reserve Bank of India and the provisions of sections 73 t: z
or any: ether relevant provisions of the Companies Act, 2013 and the rules fm'medl;'\::':';; .

 Where applicable, have been complied with? If not, the nature of such confravemlfms i

) If an orger has been passed by Company Law Board or National Company Law T"".’":" :; 2o
Sank of Tngiq or any court or any other tribunal, whether the same has been complied wi



)
#

ARO20 M Ltd. has given certain Joans o related parties and also hog Lﬁ"’wh !
jven situation, M Ltd. has ¢
sits 1‘nus the auditor is required o report 1

"

SO T ing o th :
Question 7 % belonging fo the company against e Ny
i ., has purchased an old car : / ‘
Mr. T, the ::ec’f?" otf :hl-::.'redo: which is given to the company as consideration for th, C:tz
ipment belonging fo ' :
'/ ::itor is not required to include this in his CARO report. [Nov-22]

§ Solution

k Incorrect: The auditor is required fo report the same as per clause (xv) of Paragraph 3 of CARO, 2020’

b hc:l;ner .1he company has entered into any non-cash transactions with directors or persons Connect
Wi § ol

d with him and if so, whether the provisions of section 192 of Companies Act have been complied witht

sy

o

o=ttt dudh

DOX Limited, a service provider company engaged in providing courier services pan-India as wel| o
p . =1 K- i i B with requirements of the
@mmmeimtmlgmﬁﬁmwer during yedr 2022-23
and 2023-24 has been about % 300 crores during each of above years, Business of the company has been
profitable. Mr. G heads infernal audit department of the company assessing governance activities,
assisting in improving risk management activities and reviewing controls. Discuss reporting responsibility

of statutory auditor of the company under the Companies Act, 2013 specifically in relation to internal
audit and related matters for the year 2023-24. [MTP I May'24]

Solution
DOX Limited is in business of providing courier services.
As name of the company and given facts suggest: -

* Itisnotasmall company under section 2(85) of Companies Act, 2013.
e Itisnotaprivate company.

* TItisnot aone person company.
| It isnot a banking or insurance company.
[ .

It is not a Section 8 company as it does not has charitable objects etc,

Therefore, it does not qualify for any exemption from applicabilit

y of CARO, 2020. Hence, reporting
requirements under CARO, 2020 are applicable.
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! Mmaspe'cm(m)“"d(v)ofp%;d%f:‘

Augdi
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sy has an internal audit systom o

gheic ;

s reports of the internal auditors fon the
the

auditor

nted as the statutory auditor of a inited come
Wp:af are the reporting requirements of q Nichi comnr
winrylzozo? L5
der,

irements of a Nidhi Com) under the CARQ 20 ;
4ind U'.i) e paragraph 3 of CARO 2020:
Xi

“\Cﬂﬁf is

0 clausi +he Nidhi Company has complied with the Net Owned Finde 10 Deposits
o whe’rhe ” e IIOblth' . - g
yomeet © he Nidhi Company is maintaining fen per cent, unencumbered term
b, whether TR les, 2014 to meet out the liability; ;
the Nidhi RU . h as been any default in payment of interest on deposits or'w- i,
¢ Whefhefo;h:: d if so, the details thereof. 2 o
any per‘l
jon 10

he audit of @ limited company as a statutory auditor you disco
puring fhe ;

peen committed by the company. What are the reporting requirements regarding fraud under:
5 lakh has !

Companies Auditor's Report Order, 20202 [MTP I Jan'25]
the Com|

5°|“ﬁ::‘ requirements of a fraud under the CARO 2020: The auditor is required to report the fraud
Reporfi

i) of Paragraph 3 of CARO 2020: ; :

u:de\:hcel:::: ((x:ly) ;) :Gud » the company or any fraud on th.e compa.ny hast:en noticed or reported during

the year, if yes, the nature and the amount involved. is to be mdl:cac ; e
b. whether any report under sub-section (12) of section 143 of the ?mpa:l,dnmdmmm) e

the auditors in Form ADT-4 as prescribed under rule 13 of Companies (

2014 wi entral Government; _ ;
¢ whet;:t::ixfdlfor has considered whistle-blower complaints, if any, receive

the company;

d during the year by

87



2020, regarding:
4 Parties [RTP Sep24]
o8 ial 2023-24. T
i es during the financial year -¢4. It hes outsy
e mr_npwﬁf 2 807 cror 10 lakhs since June 2023. When eNquireq "'ldg.g

'esTax(GsT)"f! > Py
tﬂ'lﬂfd‘ s ods land ;:"V:mf informed him that they have filed an objection letter o, , B
tmfl ﬂ:n ?;nSYTsA'nmﬁoziefies however, no responsé is received from theloST) DePO"ment. S

42 g 5
ng responsibility of the auditor under paragraph 3, clause (vi) of the Companies Audifor':

Report Order, 2020 [CARO, 2020].

ding statutory Dues [Para 3(vii
d statutory dues including Goods and Servic

-fax, service tax, duty of Custone
tory dues to the appropriate authorities gng rf

Reporting under CARO 2020
() whether the company is regular in depositing undispute
Tax, provident fund, employees’ state insurance, income tax, sales
duty of excise, value added tax, cess and any other statu
not, the extent of the arrears of outstanding statutory dues as on the last day of the financial yeq
concaﬁled for a period of more than six months from the date they became payable, shall be indicated:

L} L.
ofEpHermediatenotess oo
#he” amounts involved and the forum where dispufe is pending shall be mentioned (a mers

representation to the concerned Department shall not be freated as a dispute);

rting under CARO 2020 regarding transactions with related parties [Para 3(xiii

Whether dll transactions with the related parties are in compliance with sections 177 and 188 of
Companies Act where applicable and the details have been disclosed in the financial stat
required by the applicable accounting standards.

(0

ents, etc.,as

Question 12
ABC Lh‘i is c} pu_bh’c company, which has availed various loans and cash credit facilities from Banks and
other financial institutions. The company has defaulted in repayments of such borrowings during the

year under audit. What are the repor ll”g requirements in this regar: under the Companies (Auditor's
S d
9 el e P S ( .

Solution

As per Clause (ix) of CARO, 2020, reporti
J . reporting requirements in case of default by th
repayments of borrowings would be: e AT

Audit OB CA Shubham Keswani

2

s tobe provided in case of defaults 1o iz
e ny is @ declared wilful defaylter by

W '

e d
5€
= per the compd

orm loans were applied for the purpose fon which the
oan 50 diverted and the purpose for which isis;& :

fnr-log - ‘

I .
ffuﬂ ds raised on short term basis have been Utilised

mount fo be indicated;

gnd @

13

naik i$ conducting audit of a company for which reporting requirements |
ble. He finds that cash credit facilities amounting fo 24 crommﬁ" '
¢ a bank for meeting its working capital requirements He i Msﬁlafm ’?
used by company for installing effluent freatment plan t mefm be

nts. Is there any reporting obligation upon him under CARO,20207 [

o applicﬂ
braﬂCh Y
re have been

Wd F?—quireme

)(d) of CARO, 2020 whether funds raised on short ferm baﬁshavzbmmﬁ;ed :
es, the nature and amount to be indicated.

i solution
(lause (X
prposess ify

Facts of Case :
Inthe given situation, funds have been raised for meeting working capital requirements for 24 crores.

(ash credit facilities for meeting working capital requirements are, by their very nature, short ferm
! sarrowings. Out of above, Z 1 crore have been used by the company for investment in effluent freafment

' glnt which is ostensibly for a long-term purpose.

Gonclusion
“ice, the matter needs to be reported in accordance with requirements of Cleusz () () of CARO,
| %20,
»

)
CA &
5 A Sh"bh"‘m Keswani



Ch-13b Company Audit ;
: Company Audit Ly,

Question 1 .
Section 143(1) of Companies Act, 2013 states that every auditor of q compan
of accounts and vouchers of company and shall be entitled to require fro
information and explanation as considered necessary and shall inquire into

Yy Sh(]” hqve Cce
M officeng of ss?o%

; Com
certain Mattens S::l"Y %:
matters to be inquired, [MTP IT Sep'24] te 'ho.,‘
Solution
Under section 143(1) of the Companies Act, 2013 auditor shall inguire into following Matters
|
under: -

a) whether loans and advances made by the company on the basis of securj

secured and whether the terms on which they have been made are prejudi
the company or its members

b) whether transactions of the com
to the interests of the company
c) where the company not being an investment co

assets of the co Tpany as consist of shares,

1y have beep oy
e

€tal 1o the I'fl'ferest {
Sof
pany which are represented merely by book entpies are prejyg
ICig)

SO much of the
debentures and other securities have beep Sold gt ,
price less than that at which hey wepe purchased by the ¢ npany
@jﬁtles}ﬁm@duhat&omm:tﬁi}ho nas deposits
| herpersonal expenses have been charged to revenue account
f) where it is stated in the books and documents of the company that any shares hq been allofteq
for cash, whether cash has actuyall

)

Rules, 2014 auditop's report should state
00ks of account has a feature of recording

ements under Ryle 11(g)? [Nov'23]
Solution

The auditor's report shall report on following matters in accordance with Ryle 11(q)
and Auditors Rules), 2014):

of Companies (Audit

Whether the company has used such accounting software for maintaining its books of account which has
a feature of recording audit trail (edit lo

9) facility and
18

the same has been operated throughout the y
2. the audit trail feature has not
3.

ear for all transactions recorded in the software and
been tampered with and

the audit trail has been preserved by the com

pan
refention.

y as per the statutory requirements fop pe

cord

Audit QB CA Shubham Keswani

'Audil

ook Test Your U"dmhndin
e
§ 1 f a bank - l“mwi“! Fup

stion i +atements of a bank are Prepared iy Q Specif; M .

i o . g R

au:fi"""ua licable to financial statements o¢ o "uﬁonalizadebafo is:;'ssl
1 25 9PP nk, PR

d 'O i fhig
.

ion & (2) of the Banking Regulations Act, el
50d’0n 9( a banking company and thein QWthenticyti the fopp
- meﬂfs of K 2 e P"OVisio of f'mﬂcu]
01 4 banks: { ) 50 appl;
; Jiond Isebaﬂkmg company s required to Prepare q gy : Cable 4,
1 QP

e et out in the Third Schedule o the Act or.as therety as :}:fl'- Loss Account inthe

for SA of the Third Schedule fo the Banking Regulation Act 1 eclrcumﬂw“adm
, Form ond Form B contains the form of Profit ang Loss Account Contain gy form of B

shee!
Q“’;'ianceramlc Private Limited is Sﬂn.c?lof\ed a cash cregjt facility of 2100 lacs frgpy branch |
Raﬂjan;eﬂdes branch has also sanctioned q one-time bank guarantee of 5 10 facs op br:MM:‘fOf 5
bt in favour of a statutory authority Dls?uss, What type of credit facilities have been of fre
(ompanih of LMO bank fo fhe company along with progpe PUrPOSe for each of gy facilnsymC1 b
py bran i
solution

dit facility sanctioned by bank to company is in natyre of funded cregit facilify, Tts purpose is
ggshU: orking capital requirements of business,
to meer W

ioned to the company is in nature of non-fun
] ntee sanction:
Bank guara

could be requirement of a guarantee by a statutory authori
purpose ik
«ne statutory obligations.

ded credit facility. Tts probable
1y in exchange of company fulfilling

Question 3

during course of audit of branch of a nationalized bank, you find that system has generated a report
uring co

king ten term loan accounts as SMA. Discuss, meaning of SMA accounts and significance of sucha
marking
tlassification.

Solution

ichii s of incipient stress resulting in
Secal Mention Account (SMA) is an account which is exhibiting signs of incip
e borrower defaultin

imely S¢

tions, thi h th int has not yet been
of debt obligations oug e accoul Y
rvicing or debf g f

Chsilﬁ’ NPA . % Uideline

Al
Audiy oy CA Shubham Keswani



of 0 to 90 days. Since period of gé?mw%

been classified as NPA as per RBI nox l'h,:;

inaccounts for a period

il ition of such accounts enables banks t ; ..
g s D as early recognition 0 : Nitig
Such a classification 1s 5'9"?::; il sippages of such accounts into NPAs. t%,
remedial actions to prevent
Question4 ik oL Y;‘: ;,.aVﬂmng cash credit facility of 100 lacs from bmn\"?
ST G d P rrow |
CA P is conducting stock audit o'f e B debtors ipite Cheg,
bank. The cash credit faciliy is against security oF Paic> e i i 5.
stipulated is 25% for stocks and 40% for debtors. Following further information is ayqijog, 5y
3112.22: - = g
125 lacs
Value of stocks : :
Value of stock (fully damaged) included in above L
ac

Value of debtors -

Value of debtors exceeding 90 days included in above acs

Value of creditors fr goods 50 lacs

Ts Drawing Power computed by CA P for 2 82.50 lacs proper?

@intermediatenotess

The computation of Drawing power is as under: -

Value of stocks as on 31.12.22 2125 lacs
Less: value of damaged stocks 25 lacs
%120 lacs
Less: creditors for goods as on 31.12.22 | 2 50 lacs
Value of Paid stocks 270,00 lacs
Less: Margin @ 25% 217.50 lacs
Drawing power (A) 252,50 lacs
Mue of debtors as on 31.12.22 250 lacs
,Ess: debtors exceeding 90 days 210 lacs
L 40 lacs
@ Margin @ 407% 216 lacs
&awing Power (B) 224 lacs
&awing Power (A+B) [ X 76.50 lacs

The drawing power calculated by CA P is not proper. Drawing Power comes to % 76,50 [acs.

Audit QB CA Shubham Keswani
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eresf ;n ;iépc;;ifs paid by b
inerest on deposits paid by branch, cA

.nf
rify

ould obtain from the bank an analysis of VOrious typeg of e
om such information, the auditop May work out d‘&“"g 5%
L aacaudifor‘ may then compare this rate with the gcyy uvemge_:n
ote: T, gits s per he annual accounts andenguire o gy e -
e also compare the average rate of intepst PAidonthe e,
o5 for the previous years and analyse any materiq] di#

rs
quarter: Fr

nt
rzlﬂv:u itor should
2 1 ponditd 15
c

e 0 audit, it is noticed as under:-
Dﬂ"i"gf : czurr »isan credit card" are given by Bank to farmers to mees thein shor;
nde ‘

) WU of crops. In respect of one agricutural advance classifieq under *Kisan

for culfiva +standing balance of 2 20 lacs as at year end, there is no transaction in
oul The said loan has been granted for f:u.l'rivaﬂon of paddy which is hamst inape

nths from sowing. The branch has classified the said advance s *Standarg nssgf’ 2 =

of 3-4 M0 bserved that account of one borrower availing cash credit [imit of 50 lacswﬁsfuken

O:her bank. The proposal was sanctioned by branch manager instead of immdg'qt‘g,;
from anoThorify as required in “Manual of Delegation of Powers" of Bank. '
hig.her ﬂ‘f od that head office of bank has flagged a savings account maintained in branch in whiéin

i) It is nofic s wrongly paid at higher rate due to wrong data feeding entry. Now, situation has been
inter.ejc,f W: debiting excess inferest paid in the account. Since there was little balance in savings
rechflida ;lebi + balance of 21.50 lac was created in the said savings account.due to above reversal,
?r;?;r;f‘ter was immediately informed to account holder. However, he has not turned up for payment
since matter was informed to him about six months ago. ' :

i There are many cash credit accounts in the branch. Such borrowers are required to submit monthly

s
i

stock statements to branch showing calculation of drawing power. .
1) One borrower has availed a housing loan and a car loan from the branch. Housing loan EMIS are

overdue for 120 days as on date of Balance sheet. Car foan EMIs are overdue for 60 days as on date

of Balance sheet.

Based on above, answer following questions:

; ing statements is most
)4 regards description of agricultural advance, which of the following

\ Propriate in this regard?

243

ni




aorms. IV SQ m"\fm'

S R Son
h'“*m e .
& Tamme mﬁhkaimswmwm"\ "
it s e k. W she udtor may, ot s Giscretion, repart it.
% Bsw codires af hank for sanction of a:\m:esmwh

= amw-uchém—m
MMMﬂ

£ Mumwswvwm wes properly sec o

maﬁﬂkmﬁt!.ﬁﬁmawmt which of the following & g

Soam pomr of wew af ap mATYY

= ﬁmmsm’-ﬂr&:m* sset clessificetion

Ty Was greateq

£ The Sk comer demend ZXTESS MRS Jad T2 20Tt havder

? () Which of e folowing stxtements is met e chout “drowing power” (DP)?
= Brawmag Power r2izs s he amoent caliodeszd besed on pomery seourity Jess margin as on
particier derz
¥ s dweys s hee soncrianes im
I¥ cam be SfTzret Sram somcoianes imi

ann o

P
Creditnrs far ezl f § Ore
P are reduces for purpesz of calodeting Drowing Power

(=] Cm:-g “ousng
o and car loon avaled
s 5 5y ¢ borrower, which of the following statements
P
3 m’msrg o o5 el s car loon shodd b2 dessiFied
with R3L marms on 232* dessiFestion
Fousag Lo shodd be dessi€iad Perf:
o s ,’.:g 2 &s Wen-Perferming Asset” in cccordance with RBI norms on asset
:;cs hen. Fowewer, Car loan shodd be dessified es Stendord osset
Car Lomn shoddd 52 desséind os WerPerforming Asset” in
co
dassficction. Foweier rosing a1

es "NorPerforming Assets” in accordance

o

n

dence with RBI norms on asset
Lk Lomn shondd be clessified s Stenderd asset
d 2ok 6 @S W as car loons sheidd te dessified os Stondard assets

£c2c3b4565¢6

foidet )2 CA Stndshas Kewwane

fo“e""" la (neluded in-
an al"’

o5 f‘l’
on nills for callection

?
ﬂ:"'c documentation of advances !
pudgeted targets of advances given by bank # -
b luanw of sanctioned terms and conditions
fm.o,\s in advance accounts
d opé
+ due to the bank under any credit facility is |
@A g < not paid on the due date fixed by the bank o
a ': # not pmd within 30 days of due date fixed by the bﬂﬂk,
|’ ot paid within 60 days of due date fixed by the b(mk
I
: it is not paid within 90 days of due date fixed by the bank -

. Which of the following statement is true regarding appointment of {
mm"nllz:d bank?
& The oppointmen

Centm' govt. s
p. The appointment is made by bank acting through its board of directors with pna'nppmygl

¢ Theappointment is made by bank acting through its board of directors with prior approval of
4 The appointment is made by shareholders in AGM. G

nt is made by bank acting through its board of dlrecfors i pnor

(5) Identify the correct statement: -
o Income from non-performing assets is recognized on accrual basis

b. Income from non-performing assefs is never recognized.
¢ Income from non-performing assefs is recognized on basis of actual recovery
d. Income from non-performing assets is recognized only when such assets are upgraded to standard

assefs

Solition1,02. 63,04, b 5. c

Aulit oy
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5 nsibility of regulating the activities of it
Tncorrect, RBI has been entrusted with the respo mmermm
other banks. T

nt. the auditor need not be familiar with latest appli

o ol Cable kB
assification/. provisions and income recognition, )

(2) In the compu?erised environmel
quidelines that have bearing on the cl

it is imperafive that the auditor is familign With, .

he latest applicable RBI guidelines are inccn-,,oqu
/data having a bearing on the CIGSSiﬁCQﬁw

Tncorrect. In the Computerised environment, t
satisfied that, all the norms/parameters aslper .
and built into the system that generates information

provisions and income recognition.

(3) The auditor can assume that the system generated information is correct and relied upon,

Tncorrect. The auditcr should not go by the assumption that the system generated information is COPrect
and can be relied upon without evidence that demonstrates that the system driven information is baseq

B ; i ingi licable.
\/ n f | “{0 g
@fnterretistaristage
(4) Collateral security refers to the security offered by the borrower for bank finance or the one
against which credit has been extended by the bank.

Incorrect. Primary security refers to the security offered by the borrower for bank finance or the one

against which credit has been extended by the bank. This security is the principal security for an
advance.

(5) Registered mortgage is effected by amere delivery of title deeds or othen documents of title with
infent to create security thereof

Incorrect. Equitable mortgage, on the other hand, i effected by a mere delivery of title deeds or other
documents of title with intent to create security thereof.

(6) Any amount due to the bank under any credit facility is 'overdue’ if it i

s ot paid within 90 days of
becoming due.

Incorrect. Any amount due to the bank under any credit facili

ty is ‘overdue' if it is not paid on the due
date fixed by the bank. >

Audit QB CA Shubham Keswani

A Ll L LY i)
H-‘l ’Audit B f h f f ‘: blh
PR ¥ R ing the activi IES of con R
. % 5 5 IIIY Of regulaflng ercm' b i )
R s n ?h ﬂ\e re$ponSlbI :

(Mdl | pe treated as ‘out of order' if gh,
B“’; aunt shoﬁone d limit/drawing power.
anc b e
' <
ﬂ)‘ 50 should be treafed as ‘out of opden' if the outstanding
"unn ctioned |imit/drawing power, )
a

rzcog

, from non-performing assets (NPA) is pot recog
m

pooked as income only when it is actually recejyeq

Mised on qcy

orof a nationalized bank is to be appointed by the bank concerned q

Audit d approval of the Reserve bank is required befoe the appoi'm" s

rect” n
Inca:is of Directors @

- of fraud of TNR 150 Lok by o il e coe it e dysof h o
eporfll" d;e of the auditor to the Board or the Audit Committee along with remedial action fa
ow/e! )

(R

n
mfh; - audit of ABA Bank Ltd.
ince

The auditor shall report the matter to the Board or the Audit Committee, as the c r
eorrect tely but not later than 2 days of his knowledge of the fraud, seeking their rep!
are

be, immedi ithin 45 days. The Banking Company is bound to disclose remedial action taken in Boards
ions W
cpservations

,-gporf.

| Govt. quaranteed Advances, where the guarantee is not invoked/ repudiated would be
(1) Centra .
lassified as Standard Assets.

+: Central Govt. quaranteed Advances, where the guarantee is not invoked/ repudiated would be
Correct: . i
dussified as Standard Assets, but regarded as NPA for Income Recognition purpose.

Past Exams/RTPs/MTPs/SM Questions

Question 1

ERE in aivi les of such banks.
There are different types of banks prevailing in India. Explain giving examp

[MTP Mar-21]
Solution s
There are dif ferent types of banking institutions prevailing in India

ina institutions i
L Commenciq| banks are the most wide spread banking institutio i
0 2

HHicts and services to general public and other segments of &

which are s follows:
n Indi, that provide @ number of

A7
Aug
1LQB cA Shubham Keswani



banks that have been set up in rurql gre, .

the basic banking and financial needs of the R c: d.ff%*
Gramin Bank , Allahabad UP Gramin Bank , i oy

cater 10
shotes of the country 10 ;
! 2 f m’mﬂdﬂle"Pum
Examples are - Punjed
Grameen Vikas Bank, efc.

‘ he basis
3 il Banks only buf are set up on f of Cogper..
3 ive Borks function |:mive Societies Act of the respective state o the M"'ﬁ: -
Principles and mmd u:;ru;n“)' c:?er to the needs of the agricultural and rural sectorg g,
mefﬁ .:;:1 Co-operative Bank Ltd,, Chhatisgarh Rajya Schakari Bark Maryait ¢y
are -

banks which have been recently infroduced by RBT, They ape diog
oans and credit cards,

4 Payments Banks are a new fype of :

# restricted deposits but they cannot issue : ’
m custrc:rrws ca:O open Current & Savings accounts and also avail the facility of ATM cyn e
cards Ir,nemet—bun (ing & Mobilebanking, Examples are :- Airtel Payments Bank , India Post Paymens,

Bank, Paytm Payments Bank , efc.
L}

@intermediatenoless. . i,

for the economic growth of the country.
Examples are:- Industrial Finance Corporation of India (IFCT), Industrial Development Bank of Indi
(IDBI), Small Industries Development Bank of India (SIDBI), efc.

6. Small Finance Banks have been set up by RBI to make available basic financial and banking facilities

to the unserved and unorganised sectors like small marginal farmers, small & micro business units, efc
Examples are:- Equitas Small Finance Bank , AU Small Finance Bank , etc.

Question 2
In the case of a nationalised bank, the auditor is required to make a report to the Central Government
The report of auditors of State Bank of India s also fo be made fo the Central Government and is almost

identical to the auditor’s report in the case of a nationalised bank. Explain what would the auditor state
in his report, [MTP Oct-18]

Solution

In the case of a nationalised bank, the auditor is required to make a re;

in which he has to state the following:

a. whether, in his opinion, the balance sheet is a full and fair balance sheet contai
particulars and is properly drawn up so as to exhibit a frue and fair view of th

port to the Central Government

ning all the necessary
e affairs of the bank,

Audit OB CA Shubham Keswani

odit had called for any explanation
e he

mmfhe +-ansactions of the bank, which f
t ;
Mqh‘r t bank’ eddaat B
o of 1 returns received from the offices
¢ purpose of his audit; .

fit and loss account shows a true balance of

h he considers should be broughf‘t;

¢ s of State Bank of Indiais alsotobe Made t ﬂn

orf 0 A ditor's report in the case of a nationalised bank. “W‘
o thé

rofessional, whether in the course of interna| o external audi
ds anything susceptible to be fraud or fraudulent i

o i 3
@d"‘": counting P

'ﬂﬂn‘? nal audif fir

ins'"um oul ploy in any transaction, he should refer the matter
g gells any ot of the auditor should render himself liable for action’

a - o et X
falure on dh:fplaiﬂ the above RBI Circular regarding liability of occomﬁrgaﬂ,qﬂ[ﬁﬁ
poolyse " K
selution daCircular relating fo implementation of recommendations of Committez on
The RBI(IF':ZZZS applicable fo dll scheduled commercial banks (excluding Regional Rural Banks).
of Bant

¢ accounting and auditing profession, the said circular provided as under:
fiobility @ s ‘

unting professional, whether in the course of internal or extemnal audit or in the process of
TIf ‘.m :C ‘::ﬂ audit finds anything susceptible fo be fraud or fraudulent activity or act of excess power
mm|;oany foul play in any transaction, he should refer the matter to the regulator. Any deliberate
or sme

fallure on the part of the auditor should render himself liable for action”.

i i stated in the
As per the above requirement, the member shall be required o report the kind of matters

crcular to RBI.

nsideration of Laws and Regdlations in an

Auditor should also consider the provisions of SA 250, “Co 1 th ity of anfidentiy s v

Audf of Financial Statements”. The said Standard explains f
fidden by statute, law or by courts.
udit of Financial Stafemerts ”STfeS

2

W ) . inan A
A240,"The Auditor's Responsibiliies Relating fo Fraud inan
that an auditor conducting an audit in accordance with SAs IS

Aug
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s awhole are free from material g, ?e;&a‘r,',
ent

o ditor is not expected 10 look into each and every transactiq, by
ust be noted that aud

stem as a whole. Therefore, if the @
nstance, he should report the matter to
cutive of the concerned bank.

the RBI in addition fo Chairman/Managing birectros’
o

ds under the Companies AcT, 2013 - As per section 143(12) of the Compap
uds u

bt L4 : 3
ol *"f"ePW::“: :: a company, in the course of the performance of his duties as auditr, has .
2013, if an audito .

to believe that an offence of fraud inv?l : i
has been committed in the company by its offllcers 0| %
the Central Government within such time and in such man

'

ving such amount or amounts as may be prescribed, js be; h
loyees, the auditor shall repont the o LTS

att
may be prescribed. o

S 2 S
ﬁr“l;lyush the Bank Manager develops confrols to aid in managing key business and financiq| Tis|
Dis'cuss th; various r2quirements for an effective risk management system in a bank. [May-19]

Pokoht kfstid, i d bork gefeally b éadlre

e sighf and involvement in the control process by those cha

rged with governance: Those chargeg
with governance (BOD/Chief Executive Officer) should approve written risk management policies
The policies should be consistent with the bank's business objectives and strategies, capitql
strength, management expertise, regulatory requirements and the types and amounts of risk it
regards as acceptable.

(if) Identification, measurement and monitoring of risks: Risks that could significantly impact the
achievement of bank's goals should be identified, measured and monitored against pre-approved
limits and criteria.

(iii) Control activities: A bank should have appropriate controls to manage its risks, including effective
segregation of duties (particularly, between front and back offices), accurate measurement and
reporting of positions, verification and approval of transactions, reconciliation of positions and
results, setting of limits, reporting and approval of exce|
planning.

(iv) Monitoring activities: Risk management models, methodologies and assumptions used to measure and
manage risk should be regularly assessed and updated. This function
independent risk management unit.

ptions, physical security and contingency

may be conducted by the

(¥) Reliable information systems: Banks require reliable information systems that provide adequate
financial, operational and compliance information on a timely and consistent basis. Those charged

Audit QB CA Shubham Keswani

uditor while performing his normal duties Comes :cevq,%‘ -;
e b“ mor’ ’

‘f‘Ym be pal‘a

i

[

/q,z

; ha ; : Lo
yluﬂ‘: os0f SU;asis should be provided to the susceptibilty of 4 e
Advaf‘ fic emp oment due 10 fraud, that enables the %f

5P
/ 0

| g

ond management require risk

Chem +0 assess the changing nat
1 :

- ssion ordinarily includ
AR discUs o e g
' ’"'%"'“f fet'lro pccur; Errors which have been ideni

9%  likelY 4 by bank personnel or others within particy

“:nfex'r, explain the advantages of sycpy adi

e C ;

efrd o
o

discussion =

| misstaf

ateri® p fraud risks, including those related 1o engagement rigk .,
nsé

) enables the audit engagement partner to delegate :,’“
st u Thzr'r e members, and fo determine the procedures to be fol

21999 men o engagement partner may review the need to inyolye ppp
r, au s]m'ﬂ'.

on 6 pefween members of the engagement team membe;st audit

discuss1" ibility of the bank's financial statement T

: ¢ on the suscepfibility o £lnet 5f°m°1¢rmlmlsstatmﬂ;
ould behdo:oinT < ordinarily included in discussion of the engagement fean, Morio) ot
giscuss The

Solution

ngagement feam ; ‘
T;w;rgors that may be more likely to occur:
J epe . - X
i) Errors which have been identified in prior years; e
ii) Method by which fraud might be perpetrated by bank personnel or others within parficular account
il

discussion ordinarily includes a discussion of the following mafters:

balances and / or disclosure; e

i) Audit responses to engagement risk, pervasive risks and spec!flc risks;

1) Need to maintain professional skepticism throughouf the audit engagement, R s

¥) Need to alert for information or other conditions that indicates tha?}a mmdr-::m“':{
have occurred (e.g. the bank's application of accounting policiesin thegiven factsandci

Question 7 e v
uditors of Relible

o i of auditors, SRG & Co., has been appointed as SmuforY Censf?::sl; i ocditin fo the main

ki he reporting requirements of the Statutory Central Auditors (: addition

t
i (RTP May-21) Bl




:\&\

o furnish the following repony. ot

. d""on i
octiveness of Internal Controls o\{er Financia| Rep°f‘?'ng.
anies under fhe Compatiies ACT in ferms of secy; 4':%
hich is normally fo be given as " o enan Audjt %

dit of Internal Financial Controls over Financial ReP°"ﬁng iSSued

rs (SCAS) have f

of the Companies Act, 2013 W
o< per the Guidance Note on Au
the ICAL

b. Long Form Audif Report. (LFAR) e

§ -ance with SLR requirements. .

iy C‘;l“‘l::“"i;:‘ :'heasury z:emﬁons of the bank have been conducted in accon o s
Report on whether

: i time.
in ions issued by the RBI from time fo g v
. :‘“rl:m"ﬁ:ﬁ;r 'r:l\e income recognition, asset classification and provisioning have been N
e. Reportonw ' :
per idelines i time to fime. |
the guidelines issued by the RBI from . : :
f ;:;or: :: whether any serious irregularify was noticed in the working of the bank which el

immediate atfention. ) :
g. Report on statis of the compliance by the bank with regard to the implementatiop of
k recommendations of the Ghosh Committee relating to frauds and malpractices and of 1h,

@imterTediateiotess

b sl rr

E;plaih the cafegories of Agricultural Advances in case of Banks and related NPA norms, (MTP Apr-22)

Solution

As per the guidelines, Agricultural Advances are of two types:
(1) Agricultural Advances for “long duration* crops; and

(2) Agricultural Advances for “short duration” crops.

The "long duration” crops would be crops with crop season longer than one year and crops, which are not
“long duration” crops would be treated qs “short duration" crops.

The crop season for each crop, which means the
as defermined by the Stafe Level Bankere Commi

period up fo harvesting of the crops raised, would be
ffee in each State.

The following NPA norms would apply to agricultural advances (including Crop Term Loans):

* A loan granted for short duration crops will be treated qs NPA,
interest thereon remains overdue for two €rop seasons; and

A loan granted for long duration crops will be treated as NPA,

interest thereon remains overdue for one Crop season,

if the instalment of principal or

if the instalment of principal or

Audit QB CA Shubham Keswani
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o 3,

peen allotted the branch audit of
(anning, the partner of Rﬂm,iilhl
e qud! Jinru ral areas and major pom% of
e¢5i stance on the following points s g 4

d + of NPA norms for agriculfura) adygngy,

- afio . P 2
':whe" o there is erosion in the value of sectrity/,

8
ion e Answer'
! s "
i Jre there is erosion in the value of secyrity / f‘uuds

W set classification, Tt shoyld by cr
ounfs sfages Of as: L LT 5 ld best
: AL 10 follow

U0 opriate:
PWP + 08 appr
05

- the value of security can be reckoned gs significant yhen ﬂ\e -
 grosion 'f‘ s than 50 per cent of the value assessed by he bonk or ocsLssoipieg
i saurify- is ction, as the case may be. Such NPAs may be strq; ahtoway s :
f lost i1 Z provisioning should be made as applicable to doubtfy] o

mﬂgory an :

lisable value of the security, as assessed by the bank/ Opproved valers/ RaT

e reﬂJr of the outstanding in the borrowal accounts, the exisfenceafsaqrnygm

10 Pe; CZ cet should be straightaway classified as loss asset. Tt may be either written off
d the

ded for by the bank.

; If th

provi

ion 10 : skl :
Q:st::commg Chartered Accountant, you have got your first assignment as an auditor of a bank branch
After

dingin various Types of advances. What are the areas which you will be looking for obtaining suf ficient
in

| apropriate evidence (for advances) besides studying and evaluating internal controls? [May-22]

v Bank Audit: The auditor can obtain sufficient

internal controls relating fo

gpropriate audit evidence about advances by study and evaluation of

wvances, and by:

i examining the validity of the recorded amounts;
' examining loan documentation.

" T8VRWing the operation of the accounts;

! o 7 . urify:
 Exnining the existence, enforceability and valuation of thesec Y

fimimme:d
=

" thecking compliance with RBT norms including appropriate cless



g

constitute the major part of ﬂwmﬁ: o
variety of advances are granteq. The el

- mseid .
3 1580 -‘ ‘ e
cy of various internal controls over advances to

: - etep, . u‘q i Md
¢ il = : dures. Explain this statement. (M1p A MM . 4
POl extent of his substantive proce pr- M "
nature, timing and extent o

es, the auditor is ppir
22) ot audit of advang 4% Prima
ing 5 ]
; ' #0%5 1. ded in balance sheet in respect of advances e
‘Solution ious internal controls over advances 1 i M'"g 15 inclY are
. exanine the efficacy of various infer _ © determ, | %40 ot
The witnr s}::dmmf of his substantive procedures. In general, the internal controjs over Ut;v bl s :a o1 sh‘: esent amount due fo the bank,
nature, timing e, 5l k are appropriately sy
should include, infer clia, the following: R, o the Bon " SWported by foq doctmeny
:w make an cdvance only after satisfying itself as fo the credit Worthiness o : Aﬂ“’"nfs 1o the nafure offachinces
: mwmau after cbtaining sanction from the appropriate authorities of the bank_ he £ applicabk’ o unrecorded advances.
e

* All the necessary documents (e.g., agreements, demand promissory notes, letters of hypos, .
efc.) should be executed by the parties before advances are made. 2 e ances is recognised in t ?—I"‘ Vflf U‘; 'On-d N

= The compliance with the terms of sanction and end use of funds should b.e ensured. of advdvances are disclosed, classified an describeq in ac

 Sufficient margin es specified in the sanction letter should be kept against securities taken g, ¢ The f’ ot practices and relevant statutory and regulatory
#o cover for any decline in the value thereof. The availability of sufficient margin neegs t olcie®

i dvances is q 7
, ore < of valuation of a PPropriate
eCatioy | 4 T ated basis

cordance yitp
requirements. 2

0 be e provisions towards advances. have bf;en Made as per thy e
ensured af reguler intervals, g AP rzzrds and generally accepted accounting practices, 4
; - i B fc., the ownership of the samp | Ston
@intermetiateanptess. s e |
refeined es a pert of documentation. i 10 difference in provisioning of NPA as regards to categories g
s s A - . L . SR B ; d
* Al seaurities requiring reg:,;;umn should be Iregm:re:cu; the name of the bank or otherwise Tw:dlsor unsecured.” Critically evaluate The statement on the basis of P"WiSioningwgfm‘
eccompenied by documents sufficient to give title to the bank. uur ing clearly the provision percent required. [MTP Oct-21 +Nov-
: : k stating clearly 22)
* Inthe case of goods in the possession of the bank, contents of the packages should be test checked | rinalised Pan
ef the time of

receipt. The godowns should be frequently inspected by responsible officers of the

Bramch concerred, in eddition to the inspectors of the bank. Wi:" tion as NPA should be based on the record of recovery. Availability of security or net worth

* Drewing P Regi oul iti ificatio : :
inc‘.i;;a:F;g’s:‘rri s:-:- :;US:::E; :e:yn or:fo;l::‘ Rl s = vl of securiie Ww is not to be taken into account for purpose of treating an advance as NPA o

ificati borrower-wise and not facility-wise. All focilties
* The accommts shod be kept within both the drawing power and the sanctioned limit, sherwise, Further, asset classification would be ity
. e sanctioned limit or drawing power or are oth
sherd be brought 1o the rotice of the contr ling euthority regularly.

ke operation of each edvance account should be reviewed af least once q year and at more frequent

Al the cccounts which exceed th erwise irregular | wliding investments in securities would be termed as NPA.

There are different provisioning requirements as regards to categories of NPA such as Substandards

wservis in the cosz of large advances,

usets, Doubtful assets and loss assets which are given below:

Gategories of NPA
. | |94 std assets
j‘m._ - o T —— ; PAs upto 12 months)
=R cavyimg oms euch; of edwances, the auditor is primarily concerned with obtaining evidence about | m" ——————
amots included in bdance shezt in respect of advences which are outstanding. Explgin stating clearly | |(gp B ¢ . .
all e considerations i this context. (RTP Now-22 + RTP My -21) IR0 period of 12 Months) T SRR
|| dories
| ipto 1, .
Pt O CA Sionkham Keswasi
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‘r"’dﬂhange securities and Othep Tnes,
£xc ~ sy

40%/100%
100%/100%

;;e“of the item Céhcérnéa'

¢ naf

G R ' th ; 1 sepinrrium Hon o
SRy SR 5 RBI but amt not on tion, assignment, set-off o jen, ol

i rnal auditors or oca N Expl

ed by bank/internal/exte off TP Mar-23] b

2 RS

B
uest 4 < — 5 e | i A
1 3 s e mples. [MTP Oct-21] | ; +ure of the item concerned, cpeqt:
: . eaning of Funded loans. Also give exa on A  creatiy
v{nacqs_e‘,q_fy B Spln e moag 5‘|“nd,'ng 0 +ion, assignment, set-off or lien,
i jthecd > :
Solution dge: ; 3
Funded loans are those loans where there is an actual transfer of funds from the bank to the bor'rowen p . portgage are of several kinds but the most impopq
" N ortges® L
; : itd b <o R VR
Advances comprise of funded amounts by way of e qu:,,gisfef‘ed Mortgage canﬁe le'::cted by a registereq inctn :
o TomalEG ) the mortgagor. It registers the Property to the mort
e Cash credits, Overdrafts, Demand Loans |gn.mb|e mortgage, on the other hand, is Sfroman by mmmg?e
R ui AL
¢ : s D'scoumed:ni I;u; chase: o . Ezcumen'rs of title with infent fo create Security thereof.
* Participation on Risk Sharing basi
* Interest-bearing Staff Loans e bail g i
s involves bailment or delive 3
Jedge thu ry of goods by the borrower to. o

pledge: AP
(i)Plevd f creating a charge thereon as security for the advance, The e

¥ . Ll on 0
o + infention . - X <
BRI GLRIIOUEES. ot orsonts asoqs | B o eceer it lndgbokeretsctinntgen

nstitutes a specific (or fixed) charge,

examples of most common types of securities accepted by the Banks. [RTP Nov-20] P goods o

Solution (i) Hypothecation: The hypothecation is the creation of an equitable chare (e, acha

A. Primary security refers to the security offered by the borrower for bank finance or the one against by on express enactment but by equity and reason), which is created in i thd:F. C',r:md.

which credit has been extended by the bank. This security is the principal security for an advance. aecution of hypothecation agreement in respect of the moveable securities bg]mgi,gf,,ﬂ‘-e»l""? P 2

Neither ownership nor possession is transferred to the bank. However, the borrower holds the
B. Collaferatl)lsecur.'l is an additional security. Security can be in any form i.e. tangible or intangible ssassion of the goods as an agent/trustee of the bank. The borroser periodialy tbmis Stafenes
R R .27 momoveble gsset, requrding quantity and value of hypothecated assets (stocks, debtors, etc) to the lending banker on the

sis of which the drawing power of the borrower is fixed.

Examples of most common types of securities accepted by banks are the following:

*» Personal Security of Guarantor
» Goods/Stocks/Debtors/Trade Receivables
» Gold Ornaments and Bullion

e Immovable Property

e Plantations (For Agricultural Advances)

e Third Party Guarantees

e Banker's General Lien

« Life Insurance Policies

W) Assignment: Assignment represents a transfer of an existing or future debt, gt oc Pty

%longing to q i
person in favour of another person. ¥ 3
& A ectionable claims (i.e., claim to any debt other thana debtmwazmge.
s ife insurance
Property or by hypothecation or pledge of moveable pr‘OPe”Y)S“‘h“sbookd s

policj e . i $
g, 2ccePted by banks as securty by wayof eSS 00 R
Sanment gives the assignee absolute right over the money: =

udit QB CA Shubham Keswani
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capacity of the account holder "}:bb o< of a bank are freated as ane single entify,
For the purpose of set-off. ll fhe £ time-barred debts also.

. v]heright of set-off canbe exercised in respect 0

B + of the owner, which gives lender q legq]
A : Jegal charge with consent ighty,
(vi) Lien: Lien is creation of a

‘ srartocdistwhllyr partly, the debit balanc, ;‘f;“ by,
; smm@m’fn S other account of the debtor. ‘dtbyw‘
0 credit balance W‘b:\:;o combine w0 accounts (a deposit account qng alog i
 right of set-off enables @  the accounts are in the same name and same rigy |
the sam e oth the accounts should be the same). Ge, LY

seize and dispose / liquidate the asset under lien.

P i ms on Income Recogniti I
es under Consortium” in the context of Prudential Nor gnition, Asee

Explon:A dvances. [MTP Nov-21 + Jan-21]

Classification and Provisioning pertaining fo A

; h d of
Advances under Consortium: Consortium advances should be based on the record of recovery of 4,
respective individual member banks and other aspects having a bearing on the recoverability of the

@c:mt&ﬁeﬂﬁ d’iﬁ‘tﬁﬁ'@tﬁﬁﬁgemems are pooled with one

and/or where the bank receiving remittances is not parting with the share of other member
banks, the account should be treated as not serviced in the books of the other member banks and
therefore, an NPA.
¥ The banks participating in the consortium, therefore, need to arrange to get their share of recovery
fransferred from the lead bank or fo get an express consent from the lead bank for the transfer
of their share of recovery, to ensure proper asset classification in their respective books.

Question 18

N Ltd. has been sanctioned a Cash Credit Facility by XYZ Bank Ltd. for INR 1 crore and drawing power
as per the stock statements furnished for the last quarter is INR 80 Lakh. Outstanding balance in the
account is INR 75 lakh. Interest charged to the account is INR 3.5 Lakh and total credit into the account
for the quarter is INR 2.5 Lakh. As an auditor how will you report this account in your report. [July-21]

Out of Order: An account should be treated as ‘out of order’ if:
* the outstanding balance remains continuously in excess of the sanctioned limit/drawing power or
In cases where the outstanding balance in the principal operating account is less than the sanctioned

limit/drawing power, but there are no credits continuously for 90 days as on the date of Balance
Sheet; or

Audit QB CA Shubham Keswani

| Slih

therc put are not enough to coy
Afsar:wuld pe 1r
s

eated as ‘out of-orderf :

the given case of N Ltd, its Drq

1' o
the @ °Vf,um is 75 Lakhs, but still the accoy
g™ acc not sufficient o cover the jnt,
I ein ™ ccount A€ ¢k

i the =
"

19 vonced cosh credt facity of €25 g,
ustries reflecting in CBS of Bank from Dezpt

D el

45,000

nk
Ind
of S8 ticulars

To Transfer
By Clearing
To Interest
To Interest
To Interest

L
25,000

— |

24,700

—

24,800

29._0224 To Inspection | 1,000
31.03'24 charges
To Interest 24,900

ing power during the above Rerlod was consistent at 2 .25 Lakh. The account | ;
Drow " asset” as on 31.12.2023 in books of Bank. The security charged with the bank remq
ey + this period. Comment on “asset classification" of above account as on3lst)
u 1,
rhrokligh: Bank in accordance with RBI norms. [MTP Sep'24] OR
books O i
Ltd.is availing cash credit limit of ¥ 25 crores from LMN Bank Ltd. Thedmwingpowerofthecompaw :
; e between X 22 crores and 25 crores during the year 2023-24. The limit availed by the company
::|guined less than % 20 crores during all the days of the financial year 2023-24. The company has not
deposited any amount in the cash credit account and there are no other credits to this account during
ire last two quarters. How will this account be classified in the books of LMN Bank Ltd. s on 31-03-
20242 Explain. [Sep'24]

Solution:

: i i r advance where
Maccordance with RBI norms on asset classification, a non-performing asset is a loan o
eaccount remains “out of order” in respect of an Overdraft/Cash Credit.

h 3
Count should be treated as 'out of order" if:

. or
-oned limit/drawing power
€ oUtstanding balance remains continuously in excess of the sanctioned limi

Aud.
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2 ;th_p}:inqipﬂ' O_Pm:ﬁng account is less than ,:::"' v.‘i

1o credits continuously, for 90 days as on the gq¢, of o

7 ot Lot ﬂd;onad Jimit or drawing
Md’ﬂ the 7 following poin'fs 10 be consj :

3 d’ AMZZT‘K & Duties (i) Auditor’s concern (i)

h (] i

nt is less than sanctioned limit/drqy,; g /‘Jm

& : ' <tanding balance in accou
,%“s mmr;gnuously for 90 days as on the date of Balance sheet.
there are

Ty

but are not enouigh fo cover the interest debited during the same Periog

order and is required to be classified as NPA. Under non-perf,

on 0 3 :
!w'(; h::; ensure that drawings in the Worldng" o
g .

' %Tw:nﬁmﬁ a:tSUb-Sfandord #sset” as it has remained NPA for a period of |, thy | P it 05541 ;
.jpr#l;lfo_lz.mﬂfhs- / e pflfr g is rquif'ed to be arrived at based gn Current -
e T T e BT g /D diffiCuH’ ies of Il:r‘:; z‘;’;‘:‘:’:}':n*"’;':: :::::sw
s:gmflcam‘" :r‘rce-rﬁai;;y?a,gardir\g ultimate collection of inc.ome. arising in respect of o LI:W g ow::n:hi:(:he accounf based on drawing PWle’r‘cal
performing assets, the guidelines require that banks should nof recognize income on nOﬂ-Per‘form;ng 1h¢°“"$:15 s de emed as irregular, 7

assets until it is actually realised. When a credit facility is classified as non-performing for the fi / gree .
time, interest accrued and credited fo the income account in the corresponding previous year which e

. i . This will apply to Government guaranteed | peede Concern: ; ‘k 2
e shouh.i 7 revmdztg faeler Y ; e Audﬁ::ock statements, quarterly refurns and other statements
RGeS xR I oy 2D e hould be scrutinized in detail.
' . % ; nnual Report submitted by the borrower should be
\ / meaudlf“d 2 t of th th for wh g
; tement of the mon i s
Reversal of Income: |/ The monthly stock sfateme s or w u.:h 'fhe v:mdﬁzd accounts
If any advance, including bills purchased and discounted, becomes NPA as at the close of any year, the sibmitted should be compared and the reasons for deviations, if any, should be os

e
entire interest accrued and credited fo income account in the past periods, should be reversed or
provided for if the same is not realised. This will apply fo Government guaranteed accounts also. l Computation of DP: It needs fo be ensured that the drawing power is calculated as per
idelines formulated by the Board of Directors of the respective bank and ogreed upon b
iwu-ngd statutory auditors. Special consideration should be given to proper reporting of
wreditors for the purposes of calculating drawing power.

In respect of NPAs, fees, commission and similar income that have accrued should cease to accrue in
the current period and should be reversed or provided for with respect fo past periods, if uncollected.

[
»
l
:
i
:

Further, in case of banks which have wrongly recoanised income in the past should reverse the interest
if it was recognised as income during the current year or make a provision for an equivalent amount if it
was recognized as income in the previous year(s).

(iv) Stock Audit: et -
/ The stock audit should be carried out by the bank for all accounts having funded exposte of mere:
than 5 crores. Auditors can also advise for stock audit in other cases if the situation warrents the.
Furthermore, the auditor should enquire if there are any large debits in the Tnferest Tncome account i i
that have not been explained, It Zhould be enquired :hetgl,;;j ?herenure i wmmjmﬂ:%S 7 “ Branches should obtain the stock audit reports from lead bankiin the cases where the Bark is ot
Borrowers pointing out differences ininferest charge and whether appropriate action has been taken in leader of the. consortium of working capital.
Rigeond “The report submitted by the stock auditors should bere .
*Pecial focus should be given to the comments made by the stock wditasonm
d caleylation of draw

viewed during the “"""”"M‘:fmit d ’

ing power,
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he audito is primarily concerned with aéﬁesg;ng

ut an audif of interest expense, t
b méS.of the amount of interest exp

o i
in regard to interest expense. [RTP Nov ]

i ‘ Ao ; : ; : d hicle 5
Solution i of terest D(pm,‘sel'rheaudltor' is primarily concerne: with dssessing the g

o : j analysing r afios 0 interest pﬂld Iff r W[
f f interest expense by f inti ond
rwscnoblemss of the amount of |

 deposits and borrowings 1o the average quanfum of the respective liabilities during the Year
of depo:

modern day banking, the entries for interest expenses are automatically generated through botg

process in the CBS sysfem.

The auditor should obtain from the bank an analysis of
of each quarfer, From such information, the auditor may . '
auditor may then compare this rate with the actual averagerate of interest paid on the relevant deposit

as per the annual accounts and enquire info the difference, if material.

various fypes of deposits outstanding at the eng
work ouf a weighted average interest pat, ™
- The

The auditor should also compare the average rafe of interest paid on the relevant deposits With the

¢ ponding figures for the previogssyears rgnal se,an){naterial differences.
@intermediateniotess
e

auditor should obfain general ledger break-up for the inferest expense incurred on deposits (savings '

and term deposits) and borrowing each month/quarter. The auditor should analyse month on month (on
quarter on quarter) cost analysis and document the reasons for the variances as per the benchmark

stated. He should examine whether the inferest expense considered in the cost analysis agrees with the |
general ledger, The auditor should understand the process of computation of the average balance and |

re-compute the same on sample basis,

The auditor should, on a fest check basis, verify the calculation of interest and ensure that:

a, Interest has been provided on all deposits upto the date of the balance sheet:

b. Interest rates are in accordance with the banks infernal regulations, the RBI directives and
agreements with the respective deposit holder;

. Interest on savings accounts are in accordance with the rules framed by the bank/RBI in this behalf.

, Inferest on infer-branch balances has been provided at the rates hrescribed by the head
of fice/RBI.

The auditor should ascertain whether there are any changes in interest rate on saving accounts and term

deposits during the period. The auditor should obtain the interest rate card for various types of deposits
and analyse the interest cost for the period accordingly.

Audit QB CA Shubham Keswani
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| <jon for Income Tax

|4 Qmparing it with the corresponding figures for previous years.

Lo

omine the completeness that i

sh""l hould agree with the géne.m
2% ne same G
gt

rz‘compufc the interest accryq| i
gho! ot amount, rafe of inferest, perioq i ‘
nf‘w, ticket, agreemenfs, etc. and i

wing in the context of Bank dudf : 4
o I: perating eXpenses:t he auditor should study gng o
o g7 |
it 0 :

0 zxpen's‘,as' s and contingencies, the auditor sp ensure
o provisior o

or aufory oquirements for provisioning as contained in the yqy
|.zgula o MTP Mar-23]
TP MY OR

ditor of Plus Bank Limited. The bank hos made follyyng
e a

or
5ub—sTandar‘d Assets

for Expenses

Prov'r o in the process of verifying the provisions and confingencies of \‘hebuhkm
You di

wdprocedures will you adopt fo verify the above? [Sep24] N

Solution
(o) For audit of operafing expenses, =
» Auditor should study and evaluate the system of infernal conirol relafing fo expenses; inciuing

authorization procedures in order to determine the nature, fiming and extent of his other audit

procedures.
' The auditor should examine whether there are any divergent frends in respect of major items of
expenses,
The auditor should perform substantive analytical procedures in respect of fhm W:
855ess the reasonableness of expenses by working out their ratio o total operating expenses

: check the
colect:::%P should also verify expenses with reference 12 supporting oames
1ons whereyep required.

Ay bl
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encies, i 5
compliances for various regulatory requirements £,

have been fulfilled:
how the bank computes provision on Standng

ould ensure that the o
or h!ﬁd]nihc various circulars v 3
or should obtainan undersrand ing as
nd non-performing assets
T# will primarily inclu
standard, sub-standar'
'/ The auditor may verify the loan dcl :
- in the detai
~/ The audifor should obtain
agree the outstanding balances with the general Fedger. e S
+ The auditor should obtain the fax provision compufation from the ba g ent and ity
3 ﬁafurz of items debited and credited fo profit and loss account to ascertain that the same g
i isi tation.
iately considered in the tax provision computation. - :
. :';\T:z;m;::oiisions for expenses should be examined vis-a-Vvis the circumstances Warranting o
provisioning and the adequacy of the same by discussing and obtaining the explanations from the

bank’s management.

of classification of loans and receivqp

; ing the basis
de checking .performing assets.

d, doubtful, loss and non :

assificationon d sample basis.

led break up of standard loans, non-pe; rforming o
ang

e

4

ar# foll : ing considered as non performing as per the RBI quidelines? ‘
@intermediatenotess
Solution
Government Guaranteed advances:

+ Central Govt. guaranteed Advances, where the guarantee is not invoked/ repudiated would be
classified as Standard Assets, but regarded as NPA for Income Recognition purpose.

» The situation would be different if the advance is guaranteed by State Government, where advance
is fo be considered NPA if it remains overdue for more than 90 days for both Provisioning and
Income recognition purposes. .

Advances to Staff

* Inferest-bearing staff advances as a banker should be included as part of advances portfo
bank.

In the case of housing loan or similar advances granted to staff members where interest is payable

after recovery of principal. interest need not be considered as overdue from the first quarter
onwards.

io of the

* Such loans/advances should be classified as NPA only when there is a default in r

installment of principal or payment of interest on the respective due dates.
* The staff advances by a bank as an employer and not as o £

payment of

anker are required to be included under
the sub-head ‘Others’ under the schedule of Other Assets
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|

ent auditor of abranch of
n Ue assignment started from 1o
23. ment. heis required fo issue "‘Onﬂ'iy*

of an offer fo conduct stat ufé,l,i»

‘ S 3
A X has undertaken concurrent qugi ...
“ Uit assignmany

n,

ignmenfs. In accordance with RBT Quidelings ﬂm 4
auditors while being associated with jmw: raf
dits (Internal audits of banks condycteg W

4 with KLT Bank as concurrent auditor, he should et 4
nk even though it relates to different branches of 1p, ¢

% ncurren’ o5

X is gssociat®
Af;:mw of same P2

ion 26 t+utory audit of branch of a nationalized bank, it is noticed

-, conducting i onsisting solely of

BRI, | 10 a borrower-c 9 SOy of Term loan have been clossified gs *sgh
lifies 9f° the year 2022-23 due to failure of borrower 1o pay EMIs mﬁmﬁén-ﬁ'%
57 durlrlfg0 o than 90 days and account was, therefore, classified as'SLb—Sf‘ T

o‘ﬁ;'mndiﬂg od to above assef classification made by branch management.

7has als0 49"®

7's responsibilities regarding verification of compliance with income recognition nor

CA
g £ above credit facilities? [RTP May'24]

wanch in respect ©

Solution b
anorms stipulate that if any advance account becomes NPA as at close of any year, the enfire iiferest

wenied or credited to income account in past periods should be reversed or provided for, if the same

&not realized.

firther, in respect of NPAs, fees, commission and other similar income that huveaocmd#n!dm:
88ecrue in the current period and should be reversed or provided For with respect fo past periods,
Wollected.

Bihe given case, account has turned Sub-standard asset which is a fype of NPA b

Make compliance of above norms relating to income recognifion.

QQBCA Wi Y ey



£ MCO Bark as part of statutary .
—<ons of advances of a bronch © L
wsms«of‘

: hog | 4o | |
T Enterprises have beep Oy ! it e s
- | SO Of term 'odﬂ to KR C,ossiﬂ lq ! - g h d PR ...
credit facilities cmm:nding balance in above ferm loan account s gp 3 3;"% T statutory dbmm:es o: Ithof a natig
' doubtful asset (D1) category. The mim' is 2 40 lakhs. The branch has made provision o {75%::: v ‘°u:¢|afion to Te o g \:ont;in'g u:us::I' ;jv
Rl e ¢ Syl in acct ; ; in d foun (A1
50, Value o securty held 1 o0 23 ! i fe ces an A
50“““9:“ e by branch praper? DIScUSS [MTP Nov-23] :;ﬁuf; ; ,,d\/f:nccb servations/comments on advanges
L PO e tainifd 0 coctive audit. List out few st o
"‘dwct cC rforﬂ\ing ane :24] ] <
Solution i ired @ 25% of secured portion qnq esinpe MTP I o8 fit
i t is requ nd 109 ol h. [ :
The provision for advances falling in D1 categery kot o‘f't; oA AT
unsecured portion. 0
) ed ist documentary eyiq
] s . onment, there exis ry evidenc
Therefore, provision in dbove case is a.-r.vedusunde;m khs ' somx::n"‘"g env»r: r;e useful to the statutory branch auiton iy
al . h cal : ¢ i :
Outstanding balance as on 31.3.23 : i \’ | 3:" i whlczi:‘)r <hould take into account the adverse commens
Less: Value of security . thea! :
: 210 lakhs 1 ish
Unsecured portion Z\;{owif‘g: car's audit reports. e
io ] ion reports of bank officials,
Therefore, outstanding balance of 250 lakhs is secured to the tune of 240 lakhs and balance 2 10 joyp ?r:"' internal inspectiofsh

|
|
is unsecured. ‘
|
|
:

@immnnediatenmess J

o of secured part i.e., 25% of 240 lakhs 210 lakhs
100% of unsecured part i.e. 100% of 210 lakhs | 2 10 lakhs

Therefore, provision made by branch is ot proper. It should have made provision of 220 lakhs instead

of 27.50 lakhs.

Required provision % 20 lakhs

Question 28

Column A describes description of certain terms used in banking industry, Complete Column B by
suggesting term appropriate to description given.

[a |8
1. Audit of borrower client of bank carried out at bank's request to verify borrower's current | ? ,
assefs

2. Limit up to which an entity can withdraw from sanctioned working capital limit
3. Statutory right of a creditor to adjust debit balance in debtor's account ‘gt;nst\an; credit | 2
balance lying in another account of debtor

4. Creation of security in a bank branch by mere delivery of title deeds b
borrower of funds

Y a prospective |2

(MTP May 24)
Audit OB CA Shubham Keswani !

\2()()

o] ¢ Bank's latest inspgctlon report.
fe: + / Infernal audit report.

verification of security. |
+ernal reports specially related to particular accounts,

handing-over report when incumbent is changed, ;

eport o1 °
Any other IN
" anager's charge-
0 e, .
Qﬂﬂ.ﬂ‘ :d Associates is appointed as the statutory auditor of KBC Bank for the financial
Hahavir @

2024, buring the audit, Ms. Chandana, an article trainee, noticed that Sidharth Indmn
mgf;mding Joan of 2 50,00,000 as on March 31, 2024. On March 29, 2024,fhecomponyma.d¢‘1':w(
#£210,00,000, reducing the outstanding loan balance to 2 40,00,0(?0. Hov'/evcr,onAprﬂ 4', ‘
Sicharth Industries initiated a reversal transaction of ¥ 8,00,000, increasing the oufstmdmg
flance back to 2 48,00,000. The payment and subsequent reversal occurred within a short period, with
fhefinal outstanding balance remaining 2 48,00,000 after the reversal.

; intes fo this matter,
(nsidering this scenario, what should be the response of Mahavir and Ass:cu:;s risk. s
Mriculrly regarding the classification of the borrower's account and the potential
o the NP A category? [MTP I Jan'25]

5

l
Augiy

. »QB CA Shubhay, Keswani



+ pte: The asset classification of borrower acc v
fore the balance <heet date should be handled With %W

ope for subjectivity.

unt indicates inherent weakness on the bagis of the data available, the a¢ con SM
& account indicare

transactions immediately before the cloging of the financig
d immediately after the closing of the financial year to get @ knowledge of the objective behing y

i if any/some t ;

in the borrower accounts or if any ransacy ]

ransactions if they have any relation o each othe hich might show an arrangement to o A ont partner, has asked him to verify
during the first few days after cloging wnic Prevey 00 agem k e

are being reverded during e NPA category. " o, e ¢ the following non-performing assets; -

the Dorrower account(e) from slipping info the 1 Bh‘ r¢59¢‘ +o o e Ouf s

eemed of
auditor ehould check for sample

‘y"é,x Jent is part of an engagement team condys:

|
Doubfo' (b1)
substandard

asset
poubtful (D2) 30.00

Loss

f 210,00,000 was made on March 29,2024 redy;

idharth Indugtries, a payment o
In the given case of Sidhar P sed by 28,00,000 on April 4, 2024

the outstanding loan balance to 40,00,000. and subsequently rever:

conalusion

Thus, Mahavir and Associates should carefully assess the classification of Sidharth Industries’ Account.
and determine if the payment and reversal transactions indicate an attempt to prevent the account from
ment partner has already verified NPA classification, Outstandi
ge

Iyl f, [ e nﬁ\ﬁf classified as an NPA in compliance with
Ehinterediatenotess . |
|ating TO each NPA account listed above (except ASD & Sons) are ful},
204, 1€

Question 31 o quarantee of proprietor (Net worth of proprietor 350 ) s ol
Compute the Drawing Power for Cash Credit A/c of Kirpa Limited for the month of March 2024 with correctness of the above provisions. ;
fol_lo»ying information: (Amount in 2)

S Comment on the

Stock 3 60,000 isin dilemma regarding classification of above accounts as NPA although M“ﬂv
Debtors (Including Debtor of ¥ 15,000 for an invaice dated 20.10,2023) | 55,000 fgm TP Jan'25 i
e RIS S ranfeed. Guide him. (RTP Jan ) ‘
 Sundry creditors 10,000 £ ;
Sanctioned Limit 48,000
Margin on stock is 30% and on debtors is 40%. Saion ; - : : SR
Note: Debtors older than 3 months are ineligible for calculation of DP Treauditor is reqUIr‘ed to ensure that provision for NPA is made s penits ""’““ﬁm’“"‘m
[RTP Sep'24] uteqories which are given as under:
Solution Utegories of Non-Performing Assets: Provision required
Particulars of current assets | Amount () DP Amt Sbstandard Assets: 15%
{A) Stsock: — Z?)%%%)__ SuEed st s Hodd be one, which has remained NPA for a
ess: Sundry creditors { i
Paid stocks 50,000 e ;:zd s thanor equal to 12 months.
- - Ml Assets: Would b hich has
Less: Margin 30% (15,000) 35,000 Mineg " e ohe whic
(B) Debtors 55,000 T 1 @ substandard category for a period
3, : b < Months,

Audit QB CA Shubham Keswani



25% + 100%
40% +100%
100% *+ 1007%

Pt
l'r:nenfafion of Nagpur
e

ia. fi, 3
Jof In;"few audit findings placed
aree 9 Airport station was not
ew

4 the station and also from 4
roun

d additional station
k4 qan% " 4he secon
A on " yation” Id midway citi
ision, I fore, it requ; A gion 1 510 Kkept on hold midway citing fund

o sion, it can +ful (D1) category. Therefore, it requingg Provi e os o
froniie o o lussfied as Do s 250 lakh (i.e 25% Sqlf M or ver, the sifuation could haye
B h;'befms:cured amount. That is provision ofiRsiz (ie 25% of o gy | 10" she 5, Howe ;

of 25% o ' -

: 2 5 lakh. - - g N s, :

should be mude.I ms;ei:::‘; Substandard asset. It requires provision of 155, 4 ¢ a it findings in respect of audit ,
Tt has been class!

i T mpany responsible fq o
ding amount (i.e 15% of ¥ 50 lakhs) which comes 10 2 7.50 lakh, T, or 5 oyern"‘e"rr o " Operat,
outstanding al f

be concluded that in case of:

Jupiter Traders Erefo,.tl

A ned 9
/ his correct. - — )" o er
i provision made by the bmgcut:tful (D2) category. It requires pm ? 'MIV 505 und for low generation was higher vapjgp, co
i Fi 0
VT & Co. It has been classified °5 ision of ¥ 12.00 lakh (40% of 2 30 lakhs) shoy yﬂdﬁ inress” Jants.”
secured amount. That is provision o . be Wmam o of pla
i 2 30 lakh. 3 = king :
?:d: "‘s;::: ocflas.sified as a loss asset which requires provision of 100y, of et tabled in P hlghhghﬂ"g anEt
ASD & Sons as

tstanding amount. Therefore, the provision made by the branch is correct.
outstan . d

(ﬂﬁreportnandafed in Constitution of India ThistreporiEeue
as

Tax Act, 1961 and the associated pyloe
d of recovgry. Availability of security or net Worth o”‘?r,yns of the ]Encof:‘iaxes including irregularities noticed ,:lfl:d
Classification NPA?hould bﬁsed iﬁf%mias Eavmq an advance as NP e +ion of direc zing,
T e

.ni;rr(]
ise. Hence, these accounts have been classified as NPA on the record of recovery although thes, | & e corporation Limited is a government Company. The audit of
- 1 final : : -
are fully secured or guaranteed, )Rad'a' fmaudifors appo'med by Comptroller and Auditor Generg of Indig -
v s ;tﬂ?umry
bl
Question 33 ; any Limited is a general insurance Vi ; 3
’ MNB bank advanced certain loans guaranteed by government. State the prudential norms for asset rat Insurance Company ; go' ernment owned compary.
s : | )Bhat infed by Comptroller and Auditor General of Indiq.
classification and income recognition of such loans, [May'24] | ot S appoinfed DY
|
Solution l reamual report for a particular year also contains comments of statutory auditors on matters
Government Guaranteed Advances (In case of accounts overdue for more than 90 days):

Central Government, Guaranteed Advances, where the guarantee is not invok
be classified as Standard Assets, but re
The situation would be dif ferent if the advance is guaranteed by
is o be considered NPA if it remains overdue for more than
Income recognition purposes,

| sether company has carried out reconciliations in respect of its in?er-con\pm,bahmm'.ih
| 2

insurance companies.
| grernment owned insu
|

ed/ repudiated would
garded as NPA for Income Recognition purpose.
State Government, where advance ||

90 days for both P

| J Sk
I ollowing questions:
rovisioning and | Yed on above, answer f qq

i (1) Based upon plain reading of audit findings stated at Para (A), identify type of auit carried

| #by office of the Comptroller and Auditor General of India. =
& Audit against provision of funds #3 B B
b Propriety audit
¢ Performunce audit

“If you can THINK about i€, You can ACHIEVE it”

Audit QB CA Shubham Keswani
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b X4 5
o i el

it fndngs I esect of Horyna Fover Generaton Corprpy Uy

Audit o Government Company
b Auitaganst s ndoder
, "?‘c; Conpliance oudt

g Performance audt

‘ 0
(3) Which of the following is the most appropriate statement in confext of repory b \ ‘ NQ,R

istration of direct taxes? |
# reganding adninistration of direct ‘ | |
Pdl‘limle: IS Iiwtog be o report prepared for submission fo the President under Article g5, ot

)
- | 4
Constifutionof India by Comptroller and Auditor General of Indu?. | | |
b, Itis likely to be a report prepared for ubmission fo the Prime Minister under Anticle 15y 0y 4
e by an f experts. gt
Constitution of India by an independent task force o | . g .
¢ Tt s likely to be  report prepared for submission to the President under Article 151 o¢ e %ghgdfl i nd of India and :f each State gng of e
Constitution o° India by Central Board of Direct Taxes: " (s oascermin whether the moneys Shown in the e

d, Ttis Iikély to be a report prepared for submission to the Prime Minister under Article 151 of the 4
(o : i : a
@friteriretiatetidtess W

(4) Who s empowered to conduct “supplementary audit” in case of Radial finance Corporatigy it unde
Limited, a government company?
a. Central Government

g Tndia consists of all the revenue reCeiVed from diart amd e o
- o o Fund of I O et o gt
b, Another independent auditor appainted by CAG m;ohdafed , i
t, of India and all the amount of e :
¢. CAG stk the Govt. 0 PEYMent of lus eig

e i t that all qov o N
d. Another independent auditor appointed by Ministry of Corporate Affairs ' importance lies in the fac qoverment expend i o

s 4t of the Consolidated Fund of India shallbe pproprated except n ey ,.

(8) As regards comments of auditons specified in respect of audit report of above insurance fefhepurposes and in the manner provided in the Constitution

company, which of the following i likely to be most appropriate statement? ;
. Such are ikely to be comments of test audit carried out by CAG, o

Correct/Incorrect oo
b. Such are likely to be comments in respect of directions to statutory auditor by CAG for reporting Lietice 150 of the Constitution provides that the accounts o the Unionand ofthe Setes el be
on specific aspect of their audit work latistch form as the Finance Ministen may on the advice of the C446 prescnbe, (SH)
¢. Such are likely to be comments of Supplementary audit carried out by CAG

d. Such are kely to be comments of stafutory auditors in accordance with requirements of

: O < jon o the S
Standards on Auditing At Antcle 150 of the Constitution provides tht the cccunts fthe Unonxdf e St

Wheketinsuch form os the Presiden nay on theadvicf the MBI a
Lc2.d3.a4.chb

Audit QB CA Shubham Keswani
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% 1l {

ry to bring ouf cases of improper, av;:;w'“'

3 - ity rer - CUb [ ENE

o has been incurred in conformity g ik
the g, &

“},g

riety audit’, the auditors

opriefy audit’, the auditors try fo bring ou? ctfses % l'mp'r‘oper‘ AVoidqp
rop he expenditure has been incurred in conformity with the , e,
T
re is incurred with due regard to broad and generq p”"CiN:l"? .
of

1. According fo P
nfructuous expenditure even though 1!
rules and regulations i.e. the expenditu

G s and Conditions of Serviceycpig R

Past Exams/RTPs/MTPs/SM Questions %&uﬁz& £ormance of his duties. Discuss. [MTP Ngy.
SRR s T R WW“ nwﬁ’h per '21/,,
m., LN R ~ 3 ipe y 0!
Governmenf‘at}dif has not only adopted the basic essentials of auditing as known and practiseq in 4 L”";r '
uirements of governmenfal transactions but has also added ney Conceps

sl

profession to suit the reg i g ] . _orformance of his duties: C4AG's (e o

techniques and procedures to the audit profession. Explain stating clearly the definition of Governg,, " w:)f caActs = owers o the C&AG in cor\rle¢:1f (DUTISIP s

auditing as discussed in UN. Handbook on Govf Auditing and Developing Countries and qls, staty R’"ﬂ < the following P fon with the perf,
- :

Objectives of Govt audit. [RTP May-21] g ‘
+ any an office accounts under the contro| of the urion

0 To inspzponsl'ble for creation of initial or subsidiary accounts.

Solution i
: . o icer o
Government audit has not only adopted the basic essentials of auditing as known and practised in tp, ] equire that any accounts, books, papers and ofher d“‘"“"‘“'ﬁd‘

pr oSy # ﬁj:a:tﬂ Wﬁ‘tg’gg also added new concepts i + 10 the transactions under audit, be sent 4, specified places.
n@tmmean : . g relevan ch questions or make such observations as he may consider
@1 puf & ¢ the office and o call for such information as he 7 el
The U.N. Handbook on Government Auditing and Developing Countries defines government auditing in q charge © ort, which is his duty fo prepare. = mfw
comprehensive manner which is as follows:- e or P>

Government auditing is

yaarying out the audit, the C&AG has the power to dispense with wm#ma

~ the objective, systematic, professional and independent examination : i
waaunts or class of transactions and to apply such limited checks in relation fo such accoms

v

of financial, administrative and other operations of a public entity i

~ made subsequently to their execution ssaction as he may determine,

» for the purpose of evaluating and verifying them,

~ Ppresenting a reporf containing explanatory comments on audit findings together with conclusions | Qestion 3 '_, o

: 0": "‘w;mmendaﬁons for'fuf-ur‘e actions by the responsible officials Adit of government expenditure is one of the major components of Wuﬁmwh

- ::‘-m-::, :a;:s,-:go;z:::‘::;o:fi; financial sfafemen'rs, expressing the appropriate professional  fiieof C& AG. The basic standards set for audit of expendifure are foensure that fhere is provisen
e presentation. #funds authorised by competent authority fixing the limits within which expendifure cen be incirred.

Objectives :- &kin those standards. [MTP Apr-22]

a. Accounting for Public Funds:- 7 components of goverTmen
ublic Funds:- Government audit serves as a i
: mechanism or process for public di i J
accounting of government funds s “reAudi: The audi ot e Offhmﬂmm :uﬂ
: government expenditure is one e
t. The basic standards set for audit of expenditure are fo ensure E

Sthor incurred.
ISed by Competent authority fixing the limits within which mee

Stang
udit QB CA Shubham Keswani ards are—
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t 3 3 -« . 3 t i
fiture incurred conforms fo f
the expenditure mC_u',"af | Rules and Regulations framed by the competent gy,
%;th’ce with the Financia

ST d orders’,
e udit against ‘rules an ;
o ‘: _“!""d ; *:‘;: eith:'aspecial or general, accorded by competent authority Qthopiy,
that there is sanction,

5 3
re SUC'I a"ﬂudll IS Cﬂ”gd as lhe audl O' sanc 1ons.
ed and The saq
un P ncurr

o <! 5o Qs
hority. Stch an audif is called as audit against provision of fungg
g h due regard fo broad and general principles of fin;;,,
i

< Leg,
he relevant provisions of the sfa'ru'rory en: m

ey
LA

:g

9

~ expenditu

i) that there is a provision of

~ quthorised by compefent au e

A wi

iv) that the expenditure is incurre : y

ropriety. Such an audit is also called as proprlef‘y audi o M,

) tph sth 'various programmes, schemes and projects where larg penditure A
v) that the !

i them, een
incurred are being run economically and are yielding results expected of them. Such qp gy

termed as the performance audit.

Audit agairs} propriefy seeks to ensure that expendifure conforms to certain principles which hqy, o
long been recognised as standards of financial propriety. Explain those principles. [MTP IT May'24)
OR

*Public moneys should not be utilised for the benefit of a particular person or section of the communitys

Listout the exgeptions to this rule while audif against propriety. [MTP Oct-21]
@iiterniediatérictess

Some general principles have been laid down in the Audit Code, which have for long been recognised qs ‘

standards of financial propriety. Audit against propriety seeks to ensure that expenditure conforms to

these principles which have been stated as follows:

a. The expenditure should not be prima facie more than the occasion demands, Every public officer is
expected fo exercise the same vigilance in respect of expenditure incurred from public moneys as a
person of ordinary prudence would exercise in respect of expenditure of his own money.

. No authority should exercise its powers of sanctioning expenditure to pass an order which will be
directly or indirectly to its own advantage.

. Public moneys should not be utilised for the benefit of a particular person or section of the
community unless:

i) the amount of expenditure involved is insignificant; or

i) a claim for the amount could be enforced in a Court of law; or

iii) the expenditure is in pursuance of a recognised policy or custom; and

iv) the amount of allowances, such as travelling allowances, granted to meet expenditure of a

particular type should be so regulated that the allowances are not, on the whole, sources

of profif
to the recipients,

Audit QB CA Shubham Keswani 276

N ¢

o
Sq
5

oph the above case,'_ex_pl
0 6;::,‘: Nov,zil

ding to PT oprietyucifithe ;’i!dgfor‘s.
co e even though the eXpenditypg |-
en ulations: Further, it r.nuy so h‘iPPGH
dlarity audit insofar as the Varioys fo
pe highly wasteful.

Still

. being a governm .

b Cﬂsa.fuaﬁon: PQR Lfd' 9ag ent company,
| 1 gi,,gn $iTe ns for installing a felephone exchange byt ot
afl0 ;

he |
g regt iture.
ﬂffachuous expend
it
M(ﬂ
‘ Wmn e it should be done for PQR Lid, 1o bring out inproper
s propri son though the expenditure has been incurred jn confo
Wmdifuri : the notice of the proper authorities of wastefulness iy Puﬁic
e [
gt
jon 6

nall be responsible for compiling the accounts of the Unionan'a-ofenchﬁeﬁw
cMed‘ 1y accounts rendered to the audit and accounts offices undep his control by fressiies s
gpsidial > offices

dpartments responsible for the keeping of such account. Explain, [MTP Oct-20] - -
« .

Solution
mplle and submit Accounts of Union and States - C4AG shall be responsible for compiling the accounts
itthe Union and of each State from the initial and subsidiary accounts rendered to the audit and
wnts of fices under his control by treasuries, offices or departments responsible for the keepingof
Shaccount,

446 sh|, from accounts compiled by him or [by Government oranyother.pu-sonuq'wfsbknﬂm
Whf) Prepare in each accounts (including, in case of accounts compiled by him, W:MM_
disbursements for the purpase ot e 2
and shll bt hose Eo0S :
Legistive Assenbl. &

in ;
focer the respective heads the annual receiptsand

Uchs & 1Y
Wy fate and of eqch Union Territory having aLegislative Assembly,

E Presidem o+
|

R ing a Legislafive
he Governor of a State or Administrator of UThavs %

L
| an CA Shyp,

- .
am Kegwan: A



A ! f the Gove, Lcarn w (. :
o with the concurrence o e
ch dafes as he may., "

m of this responsibility fo give fnfOqufion .

- isions for relieving i ey
of 1971 has provisions ;::; shall, in so far as the accounts, for the compilatiop on kee,,;%»
+ance to Union and States. C +o do, give to the Union Government, to the State G°Vern,“ o |
; e him 50 2

which he is responsible, enal’al
) the Governments of Union '
/infbrnﬁﬁon as they may, from fim
+he annual financial statements as f

g Legislative Assemblies, as the case may een,w j
d render such assistance in the P"epomfl'%'
[

0"0’

Territories havin
e to time, require an
hey may reasonably ask for.

I

7 ,
dif against rules and
of the Constitution and of the laws a
rules, regulations and orders are applied properly
function of audit to prescribe what such rules, re:

o ensure that the expenditure conforms to The relevant Prov%!
nd rules made thereunder. The job of audit is to see that fhe;, {
by the subordinafe authorities. It is, howavg,.’ Mot ‘
qulations and orders shall be. Analyse and Explain,
[RTP Nov'20 +MTP OC?’ZI]

orders aims f

Solution ‘
Audit against Rules & Orders - Audit against rules and orders aims fo ensure that the expendify, |

conforms to the relevant provisions of the Constitution and of the laws and rules made ‘rhereunder’

@intermediatenotess. .. ...,

orders issued by a competent authority.

These rules, regulations and orders against which regularity audit is conducted mainly fall under the

following categories:

1) Rules and orders regulating the powers to incur and sanction expenditure from the Consolidated
Fund of India or of a State (and the Contingency Fund of India or of a State);

ii) Rules and orders dealing with the mode of presentation of claims against government, withdrawing
moneys from the Consolidated Fund, Contingency Fund and Public Accounts of the Government of
the India and of the States, and in general the financial rules prescribing the detailed procedure to
be followed by government seryants in dealing with government transactions: and

i) Rules and orders regulating the conditions of service,
Servants,

pay and allowances, and pensions of government

scribe what such rules, regulations and ordeps shall be,

L OB CA Shubham Keswani

n 2
nctions = competent authorj
; ot of :Zral or SPzCIO', of the h .
ge

Tpune!'® " uthorities to.

§ e""ﬁr"‘;;sfznf with any provisions o
ot ir.‘coenf with the eSS&M’icll‘req i
¢ d"ar‘ oanslsf :
7 ::d or®  in conflict with the orders o '
,,;&Aﬁo ot com S~ been sepa‘rafely approved
m,d hey Y pssary rule-making power_

" o5 T nes

m' Hure against regularity is of a quas udici
o ndi e interprefation of the C°"sﬁ'"-l1'ion,, %
af invo ion of these, however, does M,véstw

¢
4

/,;,8 o Govt Company has fo ensure that eqch fem of
itor © ial, of the competent authority. Expjqin itur

ﬂ“‘wd:,eral or specie p [RTPNoy\ 201

el 9 ;

Fiad

_ The auditor has to ensure that each item of

ltio expend;

f sancfions is dir ected both in respect of ensUr-mg that t o
also to sa iSiY hat the authori ysancﬁoning it i ;
ction and scompe’{gmf the n
gsan 19 or the

< vested in it by the provisions of the Constitution and of the Joy rﬁlés«
ero, by the rules of delegation of financial powers made by an authority coreor o

qdit ©

it of receipts of government is not as old as audit of expenditure but with the rapid

: . = ¢
m:“‘ enferprises audit of receipfs tax or non-tax has come to stay, Discuss audt of receipts ;T\
F:spec’r 10 Government Audit. [Nov-20]

| Slution L
 foemment auditing in India as elsewhere was primarily expenditure- oriented: Gradually, audit of

epts-tax and non-tax was taken up.

Meaudit of receipts is neither all pervasive nor as old as audit of expenditure buf has come fo sfay in

“Me countries, Sych i
assessed, realised ond

an audit provides for checking:
) Whethep: revenues or other debts due to government have been correctly

c i g
| redited to government account by the designated authorities;

l

j anB Ao .




e b e 5 the g g 1
; dpd(onasmﬂ'f collw'mmdmperouo::?"’%
, g

§ and investigati

& ”w fdeQCflOﬂ @af,mofw
nwrdmdeorotherlosofremtm?‘my
colect foxes or fo issue refunds; and f'ma
hat the internal procedures adequately soqy,,

of audif of receipisis that it is more Mportey

individual cases of assessment, demand,

mwoftesfcfzckAnweWOfﬂw,]udacml deccsw,%
ffmmofﬂwassesﬂ'\%fpmced(m

od 1o be done under each category of audit are det,

ﬁ)‘l‘hzmmmdqtmunof oudit reguir
by the C4AG, Mnmﬁha‘mgohd)kmrquesfmwd The prescribed exfen‘i‘and%

* qudif are struchured in accordance with the design of fest check, random sampling, genercl ey,
jn-depth study of specified erecs, efc s may be warranted by fhe nafure of fransactions . |
importance in +h2 scheme of activities of a department and the tofdlity of ifs fransactions, the

; Mlutyofduckaﬂfo‘alpbwfwdntobeuecufed&mngapwod

5 pEone o tﬁﬁtégﬁfenchukbythew@'

’ - ; ) |Beter reporting of work is directed |

ald menitored af mddk and fop levzls of the audi hierarchy, There are built -in arrangements

within the CAAG to ensure that the work assigned o each employee is carried out as prescribed,

wiil) The audit Is conducted both centrally vhere accounts and original vouchers are kept and locally |

where the drewing and disbursing functions are performed depending on the organisational ard
institutionel errengements cbtaining.

Question 10
wm# is reither equipped nor infended fo function as an investigating agency, o pursue every
ireguleniiy or misdemeenour o its logical end, Explain [RTP May-21]

Solrtion

¥ Government audit is neither eguipped nor infended to function as an investigating agency, to pursue
every inregularity or misdemeanour to its legical end,

¥ The main objective of eudif Is a combination of ensuring accountability of administration fo
legidlature and functioning es en aid to administration,
In India, the function of Government Audit is discharged by the independent statutory authority of
the Compiroller and Audifor General through the agency of the Indian Audit and Accounts
Department, »
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i1 gﬂc‘dﬂ:ns

sof stores and Inventories in Gorerremens ¢

beandevzlopedasaPO“?Of%
srusted 10 CAAG. Audit is conducted:- e

. v""ﬂs
%n nether the. Regulations governing purchecy o

saking of stores are well dev'sed"‘dP'Mw“
o the notice of the government any deficiencies s et
¢ control.

the purchases are property sanctioned, made

chha_;e lald down by the competent austhority.

P shat the prices pa dare rwmlemmmwﬁ'ﬁe

Pk 1he sopPY of stores, and that the certificates “Maﬂm 7

fw g and receiving units, Cases of uneconomical P"rdm"fsﬂﬂsdhg

o or inferior quality of stores are specifically brought by theasdi,

,aﬂod
ra” SYS“mO

Yfectiv
L heck the accouns of receipts, issues and balances regerding acarecy, e | _
repsonableness of balances in inventories with particular reference fo the specified norms for

o consumption of inventory holding.

ry is specifically mentioned in the report and periodice verfication of ‘
natory is also conducted fo ensure their existence. When priced accounts are mainicired, the caditor

904d se2 that the prices charged are reasonable and have been reviened from fine to tine. The
Wation of the inventories is seen carefully so that the vdmestalIywﬂhﬂ!ph{ﬂdM
#dfhat adjustment of profits or losses due fo revaluation, lm&fﬂwfﬂk‘@“mm‘

",

| by excess or idle invento

mlz \,;.'mu = m M, Iism
s ang Services Tax Network (6STN) is a not for profit, Iarm;::: 2 The company
is with Union Government and 50% with dtfed
1& g Shubhﬂ'“ Keswani . ‘-‘1
7



0 since past few ysars and subsequent auditor neags be

W ¥
Companies Act, 20137 Can any directions be issued 1o stapysy, "

%,

Saition 143(5) of the Companies Act,2013 states that, in the case of g Government OMmpgp,
ther company owned o controlled, directly or indirectly, by the Central Government, o1, any: Y
Goyernment or Governments, or partly by the Central Government and partly by o, Or mor, "
 Governments, the cemptraller and Auditar-General of India shall appoint the ayditqr undep s“b-sm?e .
~(B) of secrion 139 iz appaintment of subsequent auditor and direct such auditor the mannep in on
1he accounts of the Government company are required 1o be audited and thereupon

24, Who sppeints stasutory auditor of such a company describe gy %oi“’&:h‘i*
’yaudltgrsof %

the Quditgy
appainted shall sybmit g copy of the audit report to the Comptroller and Auditor-Generq| of Indig yp o l
amang athar things, include the directions, if any, issued by the Comptroller and Ayd; 4

TOP-Gener |
@fhtb rméehirteRoOt@sSn the accounts and financial statements o g

f fhe Company j
Question 13 3
5K & €o, a Chartared Accountant firm has been appointed an auditor of Metro Rail project in City A ‘
Since the project is on large scale, it involves g high volume of resources (

financial, human ang physicq|
mination of the financiql and

|

resources). The appointing autharity C4AG requires an objective exa
oparational performance of the Metro Rail project

Explain the nature and scope of audit that SK & Co will undertake [May'23] !
Solution

!
Performance audit - The scope of the qudit has been extended to cover

. ]:TI' IENCY, ¢ !Oﬂ{)my Gﬂd
effectiveness audit or parformance audit, or full scope audit.

Ejfmem;y audit looks into whether the various schemes/

projects are executed and their operations
conducted economically and whether they are yielding the results exp

between goods and services produc
find aut the extent 1o which operat

cted of them. ie., the rejationship
ed and resources used to produce them: and examination aimed to
1ons are carried out in an economical and efficient manner.

Economy audit fooks into whether the government has acquired the financial, human and physical

reseurces m on economical manner. and whether the sanctioning and spending authorities have observed

ezanamy

Ands QOB CA Shubham Keswam




public sector bank. The pur:poge of
+o them up to a small SPecifieq os

Ociqy
Qum

s in nature of Multi-stafe cooperative eyl serves nferests of Membe
y is in na
sge‘;mg. ;s-ln et sl soigs from its members and grants loan fo members;
¥ €. i- - i .
qTAuI:i‘ State Co-operat ive Society Rules 2002, every MUl Ste Lo crerative Society Shal|

ect to: -
ved and expend

rs inmo

bools of account with resp
. allsumof money recei

od and matters in respect of which the receipt anq expengy,
[ u,.e

m{r“ 55% of the paid up share Capitq| Kisan

take place
b, the assets and liabilities

The appointment of first auditor of a multi-stafe cooperative society is made by: -

fRititermediatenotess
(c) Members of society
(d) Central Government

: Past Exams/RTPs/MTPs/SM Questions
Question 1
You are appointed as an auditor of co-operative society. State the special features of the co-operative
audit to be borne in mind by the auditor, concerning:
(1) Audit classification of society. (2) Discussion of draft audit report with the management committee.
[Nov-20]

Solution
(l)d-AUd” classification of society - After a judgement of an overall performance of the society, the
:: '1:" 'h°5 fo award a class to fhe society. This judgement is to be based on the criteria specified by

e deQ'STf‘G':- It ey be noted here that if the management of the society is not satisfied about the
award of audit class, it can make an appeal to the Registrar, and the Registrar may direct to review the

::::T:lassificuﬁon. The auditor should be very careful, while making a decision about the class of

2) bi ; 3 ; )
(2) Discussion of draft audit report with mana ing committee - On conclusion of the audit, the auditor

should i
ould ask the Secretary of the society to convene the managing committee meeting to discuss the audit

Audit QB CA Shubham Keswani
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meQ 1

’ 5 {z*e/&oopemﬁve Sacieties Act, 200,
irect that @ speciu!’audit of the my
by ariods as may be specified in the °"d.er,'
o oint either a Chartered Account, o3

onduct special audit. Under which CirCUant

2 [RTP 5ep24]

en
er™ OR

old

es. AdVise when the Central Government cun:dir
_operafive Society Act. [May-19 + p7p e

o shall order for special audit only if that Government oyl
r

s ifty-one percent or more of the pqi ’Sj
both hold fi ty € paid-up share
If or 3

T of the Multi-State Co- operative Societies Act, 2002, where the e
sed’ 10 % AU
4 inion: £ :
fairs of any Multi-State co-operative society are pot being mamged'iﬁ

irat the of Si5eY A igeding
) utual deed and co-operative principles or prudent commercial practices o

«lf-help and m

bsiness principles; of : 1S :
) fat any Multi-State co-operafive society is being managed in a manner likely o cmsseszﬁwsmw
Il P &

famage fo the interests of the ftrade industry or business to which it pertains; or
: :;aT the financial position of any Multi-State co-operative sociefy is such as to endanger its
) .

solvency-

T, in the given case since Central Govt is holding 55% shares and financial position of Kisan Credit

w-operative sociefy is in danger, Central government can direct for special audit.

TSR
Question 3
Hiefly explain the provisions for qualification
fative Societies Act, 2002. [Nov-18 + MTP Apr-21]OR

State Co-

and appointment of Auditors under the Multi-

Ay
o 0B cA Shubham Kesyw

ly a person who is @

] _ o hat on
Safon 72(1) of the Multi-State Co-operative Societies Act, 2002 states tha nbe cpottedes

c
tered Accountant within the meaning of the Chartered Accountants Act, 1949
28
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< (o”
3 c :

i , ¢! on on (3 & (4) of section73 of Multi- state Co-operative Soc =
; i Im'nmﬁm B o the Multicst : ?‘ﬂub's - 1o the members of the Multi-State co-operative society o th.
.QLﬁ_fi : : ? ulti-State Co-operative Societ s » m““‘ a palance-sheet and profit and loss account and ety on the
qu'snnplw is a Chartered Accountant within the meaning of the Chartered . <" 200 - 90 0 and " ev oxed to the balance-sheet or profit and | and on every other document
“only - - d { A
only be appointed as auditor of Multi-State co-operative society. Countang A Q?Q‘H\ o  of OF aﬂ"‘ o W pnon e S 0ss account, which are laid before.
However, the following persons are not eligible for appointment : 19 b”,ar gperaltivé S0 g during his tenure of office, and the repor

A as auditors of q py|+: 2% " . opinion and 1o the best of his informati . 7 report

society- Ulti-Stoy, Dl s OF" 4 < ‘on and according to the explanation given

@ A body corporate. c%p‘t\n N;:idlaccoum give the information required by this act in the manner so required, and give

2 " 4he g
b. An officer or ;anployae of the Multi-State co-operative society. "hir Jiew: o )
c. A person who is a member or who is in the employment, of an offi {67 he case of the ba a.Ac t, of the state of the Multi-State co-operative society's affairs os
co-operative society. - OF an officer or employee o th & theend of IS financial year: and offarsestS
e e Muls: a :
d. Apersonwho is indebted to the Multi-State co-operative soci ty Muhl‘s'v‘ p, I the case of the profitiand loss accaiE of the profit or loss for its financial year
n S e’ . . -
provided any security in connection with the indebtedness of or who has given any
of any third per Suan o quditor's report shall also state:
(2

co-operative socie’ i :
1y for an amount exceeding one thousand rupees e i : :
2 St

If an audi ]
ifor becomes subject, after his appointment, to an

@rhfﬁf"m E’Iﬂ iiuﬂete a0t Y. of the disqualificatio

Appointment of Auditor .
- Section 70 of th 3
that : y e Multi- ¥
the first auditor or auditors of a Multi ulti-State Co-operative Societies A

withi -State co- . i
- one month of the date of registration operative society shall be appoj

?hull hold office until the conclusion of th
its powers under this sub e

S Specified g,

f C: 2002 Provides
g 4 nted b
ch society and the auditor or audi
R irst annual general meeting, Tf th i
; - -section, the Multi- i %
: ulf
ppoint the first auditor op auditors |

Y the boerg

0 appointeq
@ Tails to exercig

al meeting may

State co-operative society in the 4

S| equ udrto; Pp b Mul 'SGECO'O era ESOCEY a
The ubs ent auditor or aud Ors are q oinfed
P i
Y ’

S S0 appointed sh
all hold
annual general meeting office from th

each annue

e conclusion of that
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: Whether he has obtained all the information and explanation which to the best of his knowledge
pelief were necessary for the purpose of his audit. =
) Whether, in his opinion, proper books of account have been kept by the Multi- State co-operative
<ociety SO far as appears from his examination of these books and proper rchn\sadeq\me"forﬁkv
purpose of his audit have been received £rom branches or offices of the Mulfi-State co-operative
S

society nof visited by him.
iii) Whether the report on the accounts of any branch office audited by a person othe.rﬂunﬂ\:niﬂfﬁ
rative society's auditor has been forwarded to him and how he has dealt with the same-

State co-operd

in preparing the auditor’s report.
iv) Whether the Multi-State co-operative society's balance sheet and profit and loss account dealt with
by the report are in agreement with the books of account and refurn.

Where any of the matters referred fo in sub-section (3) or 4)is answered in the negative or witha

qualification, the auditor's report shall state the reason for the answer.

rative Societies Act, 2002.

Question 5
s under the Multi-State Co-ope
[RTP May-20

Explain the powers and dufies of auditor:

Solution

Section 73 of the Multi-Stafe Co-ope
auditors. According to this, every auditor 0
ts and vouc!
State co-opemtive SO!
the Multi- State
for the perfor!

discusses the powers and duties ¢

rative Societies Act, 2002 :
rative society <hall have a right

£ a Multi-State co-ope
hers of the Multi-State co-operafive soueh/,wheﬁ

ciety or elsewhere, and shall be entitled
co-operative society such informa
mance of his duties as an auditor

access at all times to the books accoun
kept at the head of fice of the Multi-
require from the officers or other employees of

and explanation as the auditor may think necessary

Audit & Shubham Keswani
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chall make following inquiriesi
Jances made by the Multi-State co-operative society on the by
J ;rlﬁefhér the terms on which they have been made ape i, prs-
i-sfq}_e‘;o-opera?ive society or its members, g,
f'fh; .Mﬁlﬁ-Sfm‘e co-operative society which are representeq 2

‘ interests of the Multi-State co-operative Society
charged to revenue account, and

ns of

ies 'ar:‘nof prejudicial to the

nal expenses have been i 2 ¥
S r:;at ed in the books and papers of the Multi-State co-operative society thqy (i

ve been allotted for cash, whether cash has actually, been received in respect of sych QIIOTmQP“

and if mjmsh has actually been so received, whether the position as stated in the accqy, : b: t

s ;
and the balance sheet as correct regular and not misleading. ks

: PSSR (T

Question 6

No inspection under Section 79 of Multi-State Co-operative Socie‘ri.es Acf., 2002 shall be made Unlesg,
ﬁoﬁce has been given to the mulfi-state co-operative society. Explain stating clearly when and oy, Such
inspection can be made. Also sfate the powers available with the Central Registrar in this regand o

with provisions relating to communication of the inspection report under the said section. [RTP M"Y‘ZZ]

E H 2 R
@mte rmediatenotess
Tnspection of Multi-State Co-operative societies under Section 79
1. When: The Central Registrar may, on a request from

i) federal co-operative to which a Multi-State Co-operafive society is affiliated or a creditor op
if) not less than one-third of the members of the board or
iii) not less than one-fifth of the total number of members of a Multi-State co-operative society

2. How: By general or special order in wrifing in this behalf inspect or direct any person authorized by
him by order in writing in this behalf fo make an inspection into the constitution, working and financial
condition of a Multi-State co-operative society.

3. Opportunity of Being heard: No inspection shall be made unless a notice of not less than fifteen days
has been given to the multi-state co-operative society.

4. Powers available: The Central Registrar or the person authorized by him shall have the following
powers:

a. He shall af all times have access to all books, accounts, papers, vouchers, securities, stock and

other property of that society and may, in the event of serious irregularities discovered during

inspection, take them info custody and shall have power to verify the cash balancesaf the society

Audit QB CA Shubham Keswani
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V‘La psed 10
: PrOP he
f&‘omgn'r- [MOY
i

ﬂ""

countant i the Senior mandger'of 0 Multi-stqy,
be aPpoin'red as an auditor of the sqiq Multi -

Tafe
; -Sty

Mu[fi—sfafe Co-operative Societies Act, 2002 :,:CNpem

coﬂlmm

AcC

he Multi-State Co-operative Societies Act, 2007 States tht
4 eaning of the Chartered Accountants Act. 199 can:niy U

0
w+hin the m ;
o tive society.

0!
ot stafe co-operd
i

N i [ :

ring the facts given in i ques |o.n .t folloing persons e o eighle for

i pulti-State co-operafive society-

4 :ff.aer - employee of the Multi-State co-operative society,
offic

‘

onwho s @ member or who is in the employment, of an officen op employee of the My
j Apers -

woperative societfy.

aiatof above, CA, Z being officer of Multi State Co-operafive Society s o eligible fon appainiment:
:Auditor and therefore proposed appointment of CA Z s not valid.

fuhave been appointed as an auditor of Co-operative society. During the course of audit, you

sed sume serious irregularities in the working of the society. Enumerafe these pecil aters for
uting fo the Registrar. [Sep'24]

Hiion

: e ++ o otices that there are SoMe.
: Ireport to the Re istrar: During the course of audit, if the auditor he

i = special matters o
Megularities in the working of the society he may report these sp

k&ﬁ OARQp e
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e for conducting.
prog™ 5

T.-The Local Fund Audit Wing of the
imes bigger municipal corp, s
. 15. gometim Palcorporationg
iﬂ"“}::,s for regular external audit. So the qugjg g
aud!

‘ and stores of the society,

Decisions of management ogainst C°*;P_"°*'ve Principleg
-onate advances o vested inferest gny,

;MWW : negligence about the recovery thereof. Cases of :;'“'d\ : < CONCERNS:-The auditor while auditing tpe |,
s monogement,ond defberc® ing adequate security and proper s the contents and presentation of fingngig)

3 5 iswwfabommr@ Gfegumﬁ h m = f ncial stat
,«mﬂ&lﬂw" s fair naths and weaknesses of system of financial Con'tr;g

i worthiness of the party- | the herence to legal and/or administrative requinem,
a

- value is being fully received on maney spent.

 whet ¢ to detect errors and fraud and i B
pject® should be e malsech i

ents;’ TS

R ULATIONS :- The auditor should ensyre that the

G
|zlJLEs 4RE e £ the law and is in accord i
i i Jisions 0 ccordance with the financia]

nt pro

@intermediatenotess et Y

SATIONS :- He should ensure that all types of sanctions,

UTHORI 4

MmA tent authority.

¥ omrded bY the TOEs

|

; ROVL STONING - He should ensure that there is a provision of funds and the expendi

‘ [:‘m 4 from the provision and the same has been authorized by the competent authority,
0 LERfQMﬂﬁC—E .- The auditor should check that the different schemes, programmes and proj'eai
shere large financial expenditure has been incurred, are running economically and getting the expected:
results.
Qustion 2 ’

Tiwould be imminent on the part of the auditor to understand financial administration of local bodies

&fore embarking upon the audit. Explain.

Solution

Raial Administration: T+ would be imminent on
Siistration of |ocal bodies before embarking upon the audit:
1. f the aspects are as under:

the part of the auditor to understand financial
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ypes of Entities
ure: This is geared to subserve the twin considerations of ¢
ol diture. The main objective is to ensure that funds are pq; financi,, g
‘the executive departments in accordance with the rules and regulation sed ang, €
d qyjhorisoﬂon by the legislature or council. Budget preparatio S S
ermining the levels of taxation and rates and the ceilings on expendit B
d *.!,“d.s of accounts vary from state to state. There are variations l::‘e. B
2 palities. One important feature of the municipal budgets is that T:"Wee.n
.:bejween rt’:venue and capital items: usually there is a ‘head' called extraordi e
1::;:;::2:: Tr;an:ucﬁons. There are, however, a humber of special fun:(sl?:
N gets for specifi ici i :
S ?:uns:ocr :‘:T;CC:.(:L:"ZT;S (eg. education) or enterp

R
One %
Withiy O B!
e
CI.”y ﬂ\e & "mi" s
Cipal by Cagj,
The Co
0)
g no S?pic,‘ A
ry |TemS Wh,’ch epﬂrm.
.g. roqu) ori C
rise ACtivitieg ;
e

b :
L\Z:?sp::::i:ir:n::r:rol: The system of:financial control exis
o Y The fuct that there is a clear demarcati
Ay funzf leg|sI<.1‘r|o'n and executive powers in the m

1on as its inquisitorial body as well. Moreov.

functions i i
n municipal govern
[esponsible o them :Jidpal :\ent (I:annof accommodate the existence of an ind
ouncil or its executive commi independent f;
committee. This Nt finance
S Off

eﬁ’tﬁw EE I F leaves th i
] i tf ’ t e system of ICen
" E ero"{}\ E 5 ¥ ext
i oot Endwum erng| aug
Accounting System: Munici .
nor comprehensible, o icipal accounting and bud

information, Both these

ting in the state qng ce

on betwee i
ol n the legislatype and
; ;lpal council makes i+ diffj exetuﬁ\,e |
I the separation of executiy i hl
e pg
Sq

nt
ra| ngrnmu‘ t
t

; R get format
metimes. providing inadequq have been criticise o neith
er Simp]a

e fe inf i
S| ormat
ifuations are not conduciye to.a prop SBLSISEothen fines a
er system of < surfejt
mana of

gement informatio

Question 3

List out the
Types of R
evenue Grants received by local bodi f
1€S Trom the Stqt

Soluti
ion e. [MTP Noy-21 + Nov-20)

grants are
1 of three types:

. 6
eneral purpose grants: Thes

needs and res € are primarily i
ources arily intej
of the local bodes, "ded 10 substantially bridge th
€ gap between the

G
epEfCIfIC PUrpose grants: T
Performance of ceptqiy tasks

202

of Entities
o icip ol expenditure is exercised y the
<amine municipal accounts, Explain stating im G

OR

. sfastate of a State Government has appointed You to audit th }
by it. Asan auditor, what will be your reporting c ‘

pudit
podY

d ed
v,u’l Fun;al govern
0
flie
ylﬁioﬂ J control of municipal expendifure is exercised by the state governmens th
7 ern »f audifors +o examine municipal accounts, However, the municipal corporati

el ; ;
p Pmmm“nd ofew others have powers o appoint their own auditors for reqular external
.a Cusiel

por®!

=

ant objectives of audit are:
gon the fairness of the confent and presentation of financial statements;

o ting upon the strengths and weaknesses of systems of financial control:
; the adherence fo legal and/or administrative requirements;

whether value is being fully received on money spent: and

prevention of error, fraud and misuse of resources.

rel orﬁn

()
J reporting upon
. detection and

as an auditor of a Municipal Corporation of a big smarf éity. He wants fo verify
*Municipality* and stafe what are the heads:

£ the Municipality. Define the term '
d Corporations can be broadly classified ?

r which expenditures incurred by the Municipalities an
[Nov-22]'

Question 5
¢A Sevak is appointed
various e.xpendi‘rures 0

unde!

unit of local self-government inan urban area. By the ferm 'local self-
ty - avillage, @ +own, a city or any

od the administration of a locali pac
the local inhabitants, possessing fairly large

ding its income on services

Solution

A Municipality can be definedasa
government’ is ordinarily understo
n a state - by a body representing
ts revenue through local taxation and spen:
refore, distinct from state and central services.

other area smaller tha
autonomy, raising at least a part of i

which are regarded as local and, the!
i -¢iod under the followin
Expenditure incurred by the munici alities and cor oraflonscanbzbroadl classifiel

heads:
a. general administration and revenue collection,
b. public health,
c. public safety,
d. education,
e. public works, and
2



PN
ress

rporation of a large metro city i
audit? j :
| and administrafive requi

¢ is being fully received for money spent

 systems of financial control -
residents of metro city

2 ! Ser2Ans} k ,Tfm :
s in pr - Which of th, ,f:\ :
municipal o
objective of such as
on the adherence fo lega

’ » ts
ot remen
T
o o report on whether valu
) To report on the weakness 0

(d) To provide better civic amenities fo

Audit of NGOs

estion 1 RPTTTETR least four receipts of income during the yeqn

> rify atleas
s an Auditor of NGO, how do you check/verfy [Jan-21 + Myp Apr2y)
Solution

ipt of i hecked on the following lines:
The receipt of income of NGO may be ¢l : ;
i) Contr!i’buﬁons and Grants for projects and programmes: Check agreements with do.nors and gnqps
|etters to ensure that funds received have been accounted for. Check that all foreign contribigigy

ipts foneign contribution bank account as notified under the Fq
@intermadiatenotess

it) Receipts from fund raising programmes: Verify in detail the internal control system and ascertqiy

age deposited in the reign

are counted and deposited in the bank daily.

iif) Membership Fees: Check fees received with Membership Register. Ensure proper classification s

made between entrance and annual fees and life membership fees. Reconcile fees received with fees
to be received during the year.

iv) Subscriptions: Check with subscription re
with printing and dispatch of correspondi
subscription rate schedule,

gister and receipts issued. Reconcile subscription received
ng magazine/ circulars/periodicals. Check the receipts with

v) Inferest and Dividends: Check the interest q

nd dividends received and receivable with investments
held during the year.

Question 2
While planning the audit of an NGO, the audito,

i " may focus on Knowledge of the NGO's work, its mission
and vision, Updating knowledge of releyant

statutes especially with regard to recent amendments,

294
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who are the persons responsible for collection of funds and mode of receipt. Ensure that collections

Itop

Neede

jit, the auditor may concent, te on 1
w :u NGO's work, its mission and yig
fhe l

NG
; f

ing if
i al‘"m
lgib,,dge v

e ed

ge of relevant statutes especm"y ;
" iz, Foreign Contribution (Regulaﬂon)"A
] .an51961 efc. and the Rules related to 4,
X Ac’lfegal form of the Organisation gng its
hl:ules and Regulations. ‘
NGO'S Organisafion chart, then Financig|
g e'deli"es’ Funding Agencies Requirements qn
e Gu'f minutes of the Bourd/Mamging C°’“‘“iﬁee/5‘;, ,
onT:\ereof to ascertain the impact of any decisions g 1'h:e‘m
o ezccouﬂﬂ"g system, procedures, infepng| controls ang internal chy
ify their applicability- : :
Jverity nateriality levels for audit purposes,
v\'i)Seﬁir;gnZiure and timing of reports or other communications

i) ] f experts and their reports.
. The iV

; r
;) Revie¥ the P

statutes

d formats

i

vement © :
I evious year's Audit Report.

ion 3
e audit program
ppenditure ensurin

me of NGO should include in a sequential order aI\l.;s;s, liabilities
g that no material item is omitted. Explain, [WTP Mar-21] '

Solution i :
) Corpus Fund: The contri butions / grants received towanrds corpus be vouched with special reference
to the letters from the donor(s). The interest income be checked with Investment Register and
Physical Investments in hand.
| i) Resenves: Vouch transfers from projects / programmes with donors letters and board resolutions
%fNGO. Also check transfer of gross value of asset sold from capital reserve fo general reserye
dadjustments during the year
ey o ; ? s m
W8rmarked Funds: Check requirements of donors institutions, board resolution of NGO, rules
telations of the schemes of the ear-marked funds. :
i) Proj : ts with doners
) ';FOJecT / Agency Balances: Vouch disbursements and expenditure as per agreemen
heach of the balances.

0ans; : S i
"Vouch loans with Joan agreements, counterfoil of receipt issed

)

%

A
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3 ek L
s disosa of assets ncluding ey

: or
tions /::l:or‘s letters/ agreements for the grant,

Ingp, S
o Mo

; . “,

rand the investments physically ensuring 4, i |

ify further investments and dis - erVe.s‘rmenfs for A

f reﬁce in the bank accounts for the prunc:;;al l:Jmoun'f and ine,, J T |

rapriate authority and "'ff: the cash in hand and imprest balances, at the close of -

11 in Hand: Physically ve: it !

y er it tallies Wi 0ks 0 . : ‘

whether it 'fa"':: w:’;:‘:eba::k reconciliation stafements and ascertain details for o4 e,

nk Balance: Chec

and unadjusted amounts.

x) Inventory: Verify invento!

i e same. ; ;
plcjulasonel 1 ‘oct Expenses: Verify agreement with donor/contributor(s) SUpport,
xi) Programme and Project EXP . RN 1 D
parﬁcu!ar programme. or project to ascertain the col “klng ;

j i i d
inaly, i ammes/projects involving contrac
programme/project and accordingly, in the case of pr?gr P‘f s 952 15, ency
that income tox is deducted, deposited and refurns filed and verify the ferms of the contnqey
xii)Establishment Expenses: Verify that provident fund, life insurance premium, employees St
insurance and their administrative charges are deducted, contributed and deposited withjp, the
prescribed time. Also check other office and administrative expenses such as postage, stutionery
@ifitermediatenotess
Question 4
*Save Democracy is an NGO working in cause of promoting democracy and democratic institutions s
many countries including India. Its Indian counterpart has received funds from a renowned “Flowen

Trust* of US. As auditor of NGO, which of the following laws/orders would be relevant to you in context
of above information?

r
check title, efc:
Registe!

{

"y

ry in hand and obtain certificafe from the management for the Quantig
s

(a) Income Tax Act, 1961
(b) Foreign Contribution Regulation Act, 2010
(c) Companies Act, 2013

(d) Orders issued by Ministry of Social Justice and Empowerment

Audit of Partnership Firm
Question 1

Discuss the matters which should be specially considered in the audit of accounts of a partnership.

Solution

[RTP May-19]

Matters which should be specially considered in the qudit of accounts of a partnership:

Audit QB CA Shubham Keswani

n%\ﬁf

o SN s ml (Bater a VSRR
: states the nature and scope
- clwf't'm ger which the auditor shall gy <
nts:- STudying the minute ) of
s specially the minutes relating 4o /"
orf"” " ¢ loans; purchase of assets, o, o
“'Sl:z not of aroufine nature,
a ship:- Verifying that the business ;
the partnership agreement; op by aNY extong

50
sgquanﬂY. e Examining whether books of accoun &
o the nature of the business of e Pmy .

- re|ﬂﬂon* S It .
ey erifying generally that the interest of g o

K 0
7 e in
w2

B

00
¢ nfer in by the partnership which i

i aged in BY €N, it was not g
W : |ation of a provision in the pq Uthorigey

)

)
)

o % rinership agr,

g
io
or bY G/ ._ Confirming that a provision f : . i
4eed® for Taxes' % or the finns 10 B
_ Wcoums before arriving at the amoynt o pror dl_’ﬂ'yab' v
) e mad"; profits:- Verifying that the profits and fosses gy bw:v:ﬂale
i Wf-sharing ratio. X
ir ad

the

on 2 dvantages of audit of accounts of q p, i b
gteSX important @ artnership firm. (W7p Apr-19.

ot /
utio Jconsiderations, the advantages of audit of accounts of apartnershi
(nbrod

: id 4 ; P could be stated os
| pigutes’- Audited accounts provi e. u. ?onventent and reliable means of settling accounts befween
the partners and, thereby, the possibility of occurrence of q dispute among them s Mitigated, On
{his considerafion, it is usually provided in and accepted by the partners, shall be binding upon them
less some manifest error is brought to light within a specified period subsequenﬁotheuccums'
haying been signed.
2 Dissolution:- On the refirement or death of a partner, audited accounts, which have been accepted
‘ bythe partners, constitute a reliable evidence for comptting the amounts die to the refiring parner
or fo the representative of the deceased partner in respect of his share of capital, profits and
goodwill,
 Relable:- Audited statement of accounts are relied upon by the banks when advarcing loans, s well

by prospective purchasers of the business, as evidence of the profifabilty of the cocernandits
financial position

4 Admiss; g ‘
Aission. 4, dited statements of account can be helpfulin fhenegoriatiors toadmita osfn

iter, especially when they are available for a number of past years:

& l_lQBCAShllbhnm 17 o P g



¥ . Tvpes of Entities

17 A@ ofA Dn:;:‘is ;pc:ﬁ ective safeguard against any undue advantq,

5. Control:- An especially in the case of those partners who qpe
partner or partners

ge bEin 1 ¢
not act; &
OS5, Yo

OC'Q? ,"

\

Q
vely,

stion 3 TR
m Virmani is auditor of a partnership firm consisting of 4 partners, p, Ye
partners has retired and another partner has joined the next day. Discuss, qn an

Y One poiny. . 'io}:" o,

inanci firm are not mi * Mich oty

considered by you to ensure that financial statements of O Misstateq de 4, Ch%h‘
constitution of firm. (SM)

uring the

Ry

Solution

The auditor shall consider provisions of retirement deed/ parnership deed fop date of rerd

Joining of partners. Tt should be ensured that profits are appropriately distributeq Up to d:i .

refirement. Further, profits after retirement should have been distributed among partneps aSpep, S

of new partnership deed. L

Audit of LLP

o alenotess

@Yilﬁt@ﬁmm’oae Ko rSYARd varioUs returns to be Maintajney o
them. Guide/Discyss the various returns to be maintained and filed by them. [July-21

Solution

Re

turns to be maintained and filed f an LLP:
* Every LLP woulg be required 1o file annual

financial Year. The annyal
to Registrar,

return in Form 11 with ROc within 60 days of closep of

Pection on payment of Prescribed fees
Every LLP js also required to submit s+

filed within q period of thirty days f
Statement of Account and Solvency

STatement ¢ count and Soye

rom the end of sjx mont
relates,

Question 2
Ban LLP s formed dupin

g the year 2021-22. The
be maintained. What ar,

Y are not sure aboyt 4 the type of books of accounts o
e the books of accounts that the LLP is required tq maintain?

[Nov—22]
Solution

LLP's are required to maintaqin books of accounts which shall contqin
1 Particulars of all sums of

o7 "J/'// received anc Xpend

which the receipt and expendityre fakes place,

I'by the LLP and the Matters in respect of
2. Arecord of the

assets

and liabilities of the LLP,
Audit OB CA Shubham Keswani
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o5 of Entitics d, inventories, Work-in-progress, finished aonde e s
Pl purchased, inv ; gress, finished goods d cos
fere” . of 90 ;

ich the parfrers may cecie
|

: -l i
ointed by the Designated Partners or other Partners whosoever v'g
p may be aPP '
io" 3 an LL infmem' [SM]
aﬂﬂditﬂr 0 fime of apP°
I

t 1he

ointed by the designated partners of the LLP. However, the Partriers
*0 befor:e Designated Partners have failed o appoint them.

a4 : turns with: -
jon liance re
@t s comp
files €©

ieties
gr of firms &€
b
2gi5

istrar
tral Reg .
CanisTrar of Companies
Reg

<ql fund audit wing
Lo

©
©)

Ans (©)

. LLP‘
is carefully going throug}:i %
the LLP agreement an

s LLP?
T [MTPIT Sep'24]

Question 5

e au g '

h ditin he financia statements 0 Bro raders LLP, CAL
3 .

W il

tion in
key points CA L should pay attentt
s the key p

Tr
] ents of Bro
y discus financial statem

agreement- Briefl bilities of CAL concerning the
"

inq res onsi 3
reporting esp following provisions
Solution -

ent:-
LLP Agreem \
a) Nature of thet

Amount of Cap!t
b) — in respect 0

the
ent &note
hould read the LLP agreem!

he auditor s

ssiness of the LLP-
; conTFibUTed by ea
ect of additional <@

r.
ch parfne! :
pital contributed.

o rship-

[ n of partnel &
5 - allowed to the partnel it .
= i 7y tirement, admission

o P ission, re

: i s s af the fime of admi

st E tner.
< . & duties of partner o e

s j :
) thod of seftlemen of ac :
i) Meth
artners.

i loans advanced by the p
i) Any lod
)

{eswant
A Shubham Kesw
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he was able to obtain all information & explanation necessary fop p;

S Wopy,
€) Whether any restriction was imposed upon him.
‘,«M Wm Wrw ¢
Audit of Charitable Institutions
CA Als appointed as the auditor of a charitable institutions, Discuss the audit Procedyr, ,
o . ‘ . ; = Unde,
him while auditing the Subscription and Donation received by the charitab)e Institutio [D%‘Z%..&,
| ]
- Solution i
~ Audit Procedure to be undertaken by CA A in respect of Subscriptions and donatigng rece;
i Charitable Institution is: ;
) Ascertaining, if any, the changes made in amount of annual or life membership Subscripgi
on C

\ the year. d‘ng

i) Whether official receipts are issued,

imermediatenotess..
. i receipt books covering the period under reviey;
€. Test checking the counterfoils yith the cash book; any cancelled rop. pts being
into;

Ipecially ookes
d. obtaining the printed list of

collections shown in the accoy
€ examining the

subscriptions and donations and agreeing them with the fotg
nts;

gystem of interng|
days, etc. and checking the amount
the of ficial receipts issued; payi
collections an the steps taken 1,
f. verifying the totq| subscri
etc. issued by the Charity

check regarding moneys received from
received from representatives
N9 special attention 1, the g

box collections,

ﬂqg
With the correq

pondence gnd

ystem of control exercised oyer
n reports

In the case of audit of q

charitable Institution
audit of expenditure ite

, what attention
ms? [RTP Nay-20 4

s should be

paid by the auditor regarding
May-23)
Solution
Audit of Ex enditu gLCbaglmb[g Inst fution
i) Vouching paymen

t of grants also ye

fying that the
or purposes falling within the

Purview of the

grants have be f
purpose

only for a charitable
the charitable Institution

en paid ¢

objects for which
Audit Of3 CA hublism Ke

Swany

of Entifes A
T lTyfwf o trustee, director or member
D o ond S directly or indirectly. e
” roml; of securities held, as wel usmarimf
V!’Wd sched) he securities and title desds of property
z ﬂ‘el padmg'f € basis :
e ona 1’551 15, 7 )
pm'ejm supporting doctments Il rEa¥0a o
ong W' i C .
o e ofter proper sancion bYWPf' W‘% 5
9 a7 psore™ funds contributed for o special purposz have been| o
dl gining i anyd bank balances/peyments.

il Wﬂm the cosh "
4 ’ -
: 5 Audit of Educational Institutions
(5CHOOL, COLLEGE OR UNIVB!STTY) ‘ 7
- < o = W > "w
st : (ol steps involved in conducting the audit of an Educational Institution?
ech
are the sp
%5) (P Nov19) 3
e o
i ucational Institution are ollowing: .
i in the Audit of an Edi e
50'015“;6“' i Invomc:mor Regulations in the case of school or college
g Trust Deed,

el
: Act of Legisiatire

7) Examing fhe jversity, refer fo the

(affwing gccols

framed fhereunder

+s In the case of a un

ing By, 1015
: fttez or Goverming BOC/. T ”
meztings of the o lied with, Mﬂt a‘
'(M?p;;t‘?hm have been duly comp ;
ce

counts 105 ioning of expenditure-
utions af fecting ac ank accounts and sanction’n

£
Hinstes of
(if) Read through i

resol
regards the operation of b

i ATP Mar-21] - 151el
Tuition re N 3 rj»’tf"'f Fee R 2

I i) Check names entered in the 57U e ] o
(1] ek

class registers, S e

there operates a system of in

raised .

(iv) Check fees received by ¢

¢ collections In the Fi

omparing cour

fr
: e revere
Register 10 confirm that 1
ez

fracing th
accounted for g

arious
P iy s W forward amd
v) carried e authority.

2
40 ascerfain that fees pas |
erm

1 itten off |
or for each month or erable have been b

e Fees Regist are irreco
mns o

the arrears af
and

n advance have been
under the sanc on of an app! oprid

MH A Shubham Keswani
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,,,;ghqu,of-fiiéinsfirmion andca;f'“i;'gy T

o anaging Conmittee has Taken a decis ::1 he
; o th,

sudents’ accounts were closed and thejp depog
Sitg

with the renf rolls, efc.

-ental income from landed proper "_ as well as interest and dividends from investmen.
i+come from endowments and legacies: " dso

L of investments held.
a;: :V“W“'“ < m:'cl:cal authority grant with the relevant papers of grant, If any €Xpens,

mbeendfsnllwed for purposes of grant, ascertain the reasons and compliance thereof.

‘ou have been appointed as an auditor of VIM
as an auditor while verifying Assets and Liabi

Schools, Discuss the points which merit your consideration
Jities of VIM Schools. [July-21]

adniermediatenotess

1. p,—f any old heavy arrears on account of fees, dormitory rents, efc. fo the Managing Committee,

2. Confirm that caution money and other deposits paid by studenfs on admission, have been shown as
liability in the balance sheet and not transferred fo revenue, unless they are not refundable.

3. See that the investments representing endowment funds for prizes are kept separate and any
income in excess of the prizes has been accumulated and invested along with the corpus.

4. Ascertain that the system of ordering & inspection on receipt and issue of provisions, food stuffs,
clothing and other equipment is efficient and all bills are duly authorised and passed before payment.

5. Verify the inventories of furniture, stationery, clothing, provision and all equipment efc. These

should be checked by reference to Inventory Register or corresponding inventories of the previous

year and values applied to various items should be test checked,

Question 3

/ou are auditor of a college running different courses operating in your city. During audit of a year, it is
oticed that fees concessions fo students have been provided in substantial number of cases, Discuss,
oW, you as an auditor, would proceed to verify the same and also explain two other points to verify fees
‘om students. [SM + MTP May'24]

dit QB CA Shubham Keswani

; ",‘QB CA Shubha, Kesw

lasnatdc=" , fo be under
> esions have v er proper g
;pﬂ.‘" in this regard. Besides, dq&‘;‘?

rols! : d cf
l of f‘” concesswns an PI'OPer

1o vers Y

oo entered in the Sfudents Fep P

> freck i s showing names of studens o, ,',o,[‘

4 65 R:fe operates @ system of internal congp, Which

operly raised : ‘

areP received by comparing counterfyfs of

’ cha‘; ing the collections in the Fee Registep 1o
o1° "y accounted for

peen 1 the various columns of the Fees Register for gt -

Tof! dvance have been carried forward and thes each mont

idin o the arrogeg

off under the sanction of an appropriate ﬂufhorﬁy ;

recgipf
Confir

itten > i
::::k admission fees with admission slips signed by the head of
At has been credited 1o a Capital fund, unless he yory °in.q Commit,
i ittee
the contrary- > l’t

5 confirm the fines for late payment or abserice, efc. haye peen either coll

. coper authority. : ‘Nol{;;i
g, Confirm tha hostel dues were recovered before student's accounts were cloged
: of caution money refunded. closed

Question 4

(47 is appointed as the auditor of Chanakya Open University which offers igher learning educational
wurses through the Distance Mode of Education. Discuss four steps involved in his c:u!;!itvof ol:h.&"v 5
rueelpts/grants and donations received by the University. [Nov23] i

Solution
At of Other Receipts/Grants & Donations by CA Z would involve the following steps:
* Verify rental income from landed property with the rent rolls, efc.
J Youch income from endowments and legacies, as well as interest and dividends from investment; also
5pect the securities in respect of investments held.
: ;I:'::Y any Government or local authority grant with the memo of lem-
Y expense has been disallowed for purposes of grant, ascerfain thepecsons thenile

dani
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REEIgREr ST IR e Uy
e Frestigous Township (. A the audfor of vy -

2 ; : . B,
an au hioReeR ¢ the key points you would considep p- i

he financia year 2023-24, what ar g 4 %
ﬁure items of the club? [MTP Jan %ng

| Ci YCIUb in cond! cti
Th e ﬂls‘ﬁps nvolvi t b i bY he Intel nﬂl Aul 0 i |
! l Ed, 0 be cons! ‘
SP | del Gd t ter d tor f

ipts of 1 ted below-
: cints of the club are sfa :
g ce: Vouch the receipf on accoun

;&:';Eﬁm_eirfef{:_'ss +d to hem, as well as on a reference fo minutes of the Managing Committe,
~ counterfoils issu ]

b Subscriptions: Vouch members’ subscriptions with the counterfoils of receipt issued to then -
% ptions: ‘ ;
b. Sul s_crtls for a selected period to the Register of Members; also reconcile the amount of fotg

ol ding.

i i ted and that outstanding
iptions due with the amount collec e .

. jlbsc':: :; Subscriptions: Ensure that arrears of subscripfions for the previous year haye b
(55 I':;_e:c‘rly brought over and arrears for the year under audit and subscriptions received in advang,

Co

+ of entrance fees with members’ “PPlicaﬁo

have been correctly adjusted. :
d. Arithmetical accuracy: Check fotals of various columns of the Register of members and tally then

l. : I : 'igatam @t%.ﬁn the Member's dies whic

are in arrear and enquire whether necessary steps have been taken for their recovery; the amount
considered irrecoverable should be mentioned in the Audit Report.

Pricing: Verify the internal check as regards members being charged with the price of foodstuffs
and drinks provided fo them and their guests, as well as, with the fees chargeable for the special
services rendered, such as billiards, tennis, efc.

g. Member Accounts: Trace debifs for a selected period from subsidiary registers maintained in

respect of supplies and services to members to confirm that the account of every member has been
debited with amounts recoverable from him.

oh

h. Purchases: Vouch purchase of sports items, furniture, crockery, etc. and trace their entries into
the respective inventory registers.

I. Margins earned: Vouch purchases of foodstuffs, cigars, wines, etc., and fest their sale price so as
fo confirm that the normal rates of gross profit have been earned on their sales. The inventory of

unsold provisions and stores, at the end of year, should be verified physically and its valuation
checked.

J. Management Powers: Examine the financial powers of the secretary and,
exceeded, report specific case for confirmation by the Managing Committee.

if these have been

Audit OB CA Shubham Keswani
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sh ; % 33 l‘%
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Ji)ver! " o the amount of Enterfainment Tax collecteq With the totq)
0 i
Jii)Re® ;
|ass- ;

aach: he entries in the Cash Book in respect of cqsh collected gn o :
) Voucs on a reference fo Daily Statements which haye been test ‘I - il

showr J of tickets issued for the different shows held. i

reco

Audit of Hire Purchase & Leasing Compani
on 1 '

e he different types of lease agreements as Per Accounting s'fMAs [May-15)

Solution

4549/ Ind-AS 17 defines that lease arrangements could be of 2 typesie.
() Finance Lease and

(i) Operating Lease.

finance Lease:

—_——oT

Marrangement with the following attributes qualifies as a Finance Lease:

Pelease arrangement transfers ownership of the asset fo the lesseeat the endof the lease term: :
Lessee has option to purchase asset at a price that is expected o besufficxenﬂy.lm g:::fﬁ
St the date option becomes exercisable for it o be reasonably certain, ot the incep

e 4
€ that the option will be exercised;

| AmilQBCI'\Slmm‘m, e A kU



qu

(lerent 1

T:ﬁmyno:oa_n__mo of the agset even if title is s Cliry ﬁ_:, e

i R .:. m,
or or par e.:f,
o _%-8& the present value of the an”aaca lease payments k! :DME
ally o %?aa_ms_,_-_%_,;m_.s.a asset: an &

Noyhh

<ased assets are of Such @ SPeC

, ly the legsee can uge th
e Tho {alized nature that only M ity .
: r%w ations Operating Lease.

y all the rigks and rewards incidental 1, ow

. » subgtantiall

angement
Lo other words, an 0

Nersh
p
qualifies g an Operating Leage. In

hep thay

M ou.-_..a__a Lease is

Tncorrect- A Finance Lease is a Financing arrangement. An Operating lease, on the other hand, w._ asimple
arrangement where, in return for rent, the lessor allows the lessee to use the asset for a certain Period

WM

P 325&.2 Services Ltd. (PFSL) is a leasing & hire purchase company. You, as an auditor of PFSL, are i
the process of examining finance lease agreements executed by them for equipment given on leqse.
Which points shall be noted by you while examining a particular finance lease agreement entered into by
PFSL in respect of a leasing transaction? [Sep24]

OR
ABC Ltd. wants to buy some equipment on lease and hence is required to sign lease agreement with the
supplier of the equipment. What are the important points to be considered in the lease agreement? [SM]

Solution
The important points to be examined in the lease agreement are:

W

1) the description of the lessor, the lessee, the equipment and the location where the equipment ,mm
be installed. (The stipulation that the equipment shall not be removed from the described ESE
except for repairs. For the sake of identification, the lessor may also require plates or ao}_.:mw.ﬂ
be attached to the equipment). D

-~ =
ii) the amount of tenure of lease, dates of payment, late charges, deposits or advances etc. shoul T8
noted.

w

iii) whether the equipment shall be returned to the lessor on termination of the agreement and the Qs
shall be borne by the lessee.

iv) whether the agreement prohibits the lessee from assigning the subletting the equipment wﬁ_

Q

'

authorises the lessor to do so.
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balance sheet of the lessee. SRS Congiden

; sid : -
axv = lose anmi is considered like an expense |

. Just as in
%o_,a_:*.o: an be claimed by lessee. In case of mS:nn._SM..o A
it . )
%_:2_.“_:% L5 itis treated like a loan.
ia
e

.&«&a: 5 Jpened a new manufacturing unit o:m.?l:& ;ana lant & machirr
g_?a. _a.ﬂ_ Hm huge. they are considering of taking it on lease. ._.__M_.Eo
wtflow s_mzei_ﬁN d one of them who is ready to give the v_ea,s S&?
B E«n&mz +he estimated economic life of the asset. As per the 3_.855
H&ﬁﬂ“ ond maintenance expenses of the asset. Which kind of lease 8325 JKLtd.

atoand what iS the ownership status, the accounting treatment and the tax benefi ammq
in benefit ts

AR T

ion 5 !
.H_“_”n given situation, JK Ltd. has opened a new manufacturing unit and for that *5155_.5
nachinery. They have taken the plant on lease for 11 years, which is approximately the estimated
wonomic life of the asset. As per the agreement, JK Ltd. will bear the insurance and maintenance.
apenses of the asset. Same will be considered as Finance Lease as per AS-19 since the lease term s

foramajor part of the economic life of the asset even if title is not transferred.

t Status of Ownership: Ownership transfer option at the end of the lease period i with the lessee
Title may or may not be eventually transferred.

i : the asset ownership
* Accounting treatment: Finance lease is treated like loan arrangement. :gm_s
Sconsidered of that of the lessee and thus appears on the balance sheet of the lessee.
1]

: iati s financial lease is Treated
_.“x benefit: Lessee can claim both interest and depreciation experse it |
ke q _oo:.

Augy
M R Shubham K esy ani




Audit of Hotels
T o et £ 3ot
u o eTRTTT: u_.f.._ a three star hotel, for Financiq| y
* You have been appoi as an auditor of ABC Hofel, : : {23 o
R Sa&.a :E.WHH“ special points that need to be considered in verifying the 1p,,
a tor what

' nature of food and beverages? [MTP May'24 + RTP Nov-22]

Lean, sa,fi,_

2024, 2
*Olﬂw ma :

As
the

Jerification of inventories in the nature of food and bevera nm“. H=<m3o.1nm in o.=< hotel are
portable and saleable particularly the food and _umé..nm.n inventories. It is therefore |
important that all movements and transfers of such inventories should R.vm properly a.oncamima
control to be exercised over each individual stores areas and sales point. The auditor should
fests to ensure that all such documentation is accurately processed.

h _.S%\
x?.m

sy

noﬂQ o

Therefore, following points may be noted in this regard:

a. All movement and transfer of inventories must be properly documented.

b. Areas where inventories are Kept must be kept locked and the key retained by the amEJBmﬂo_
manager. .

c. The key should be released only to trusted personnel and unauthorized persons should not be
permitted in the stores area.

d. Many hotels use specialized professional valuers to count and value the inventories on a contingoys
basis throughout the year.

e, The auditor should ensure that all inventories are valued at the year end and that he should himself
be present at the year-end physical verification, to the exfent practicable, having regard to

| materiality consideration and nature and location of inventories.

Question 2

Pilfering is one of the greatest problems in any hotel and the importance of internal control chifibt be
undermined. Explain. [RTP May-22 + MTP Nov-23]

E5S

t

Solution

eno

-
=3
o
—

» Pilfering is one of the greatest problems in any hotel and the importance of internal contr
be undermined.

s It is the responsibility of management to introduce controls which will minimise the leakage=as far

as possible. Evidence of their success is provided by the preparation of regular perhapssgeekly,
trading accounts for each sales point and a detailed scrufiny of the resulting profit perc
with any deviation from the anticipated form being investigated.
* The audifor should obtain these regular trading accounts for the period under review, exam
and obtain explanations for any apparent deviations,

Hat

S

ages,

them

DNt
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“\“. o mro:_Q mb*_u? Zg; 2‘5% all

fD ; e
tor u_aoc._m <&2_“< “aMM_cM ““3_33 bl
ord: ThisWos auditor 4,

1o
gid over 10 the proper oSrozaowxa Ollecteq s

v@«“.«w:a_ control inahotel is yeqy or
tra _”cmﬁoﬂ. As aresult of the frangieny
fhe

very large extent on the grogg mar,
04 it the scope of his audit tests v Necoggn .t e
a ﬂnm.w ; pancy being unexplained, pe wi 8::3. B

I hay Nertacs
N¢o§§ o Bl

%E% The audifor should ‘macaw that propep valuation of
RA@M made and included in the accounts fop Proper :

f accounts on Accrual basis as per the ;3958
neept,

% h 1 ! “ ; ~
4 also state the role of auditor with respect fq tp, ?__os.m V. ;
s & shops [MTP Mar-23] shao&.;sm, |

Solution
{) For ledgers coming through fravel agents or other aoox._f : :nz_wnsglr
iravel agents or booking agencies. The auditor should ensure thet -~ ontne

: : "2y Cre recovered from the
travel agents or booking agencies as per the terms of credit allowed.

| (i) Commission, if any, paid fo travel agents or booking agents m_,i&gngs_,&qmsa?
agreement on that behalf.

I Qustion 5 ST

Kmauditor, explain the areas of consideration while auditing %&uganoosm#mw&lf
4t of a 5-Star Hotel. [MTP Apr-23]

, i fhe cudit of 0
dints merit consideration while auditing the element of ROOM SALES

3
by 3
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%3&83835&:

a_.:a

=3 e

e& audit tests should be carpjoy o mf: mnm& in aB:.FQE._G of xm
mo_::s correct period. to ",
ﬁ& on the mcﬂnﬁ. bills and the ﬂdzae.a

been properly authorised. Moo, .
y report of the rooms which Were s

C
kept in each room- This report tends not 1, b aa.&

"evious a,m_..* t a sufficient number of reports are o<n__3_ne..j :

fo
ik hou | quest's bill. "hi
aa& and the ocm.ao_. s d with the individual g . ny, ution
est ws__ with the %&H«&.&R “za +f FEMA and RBI if receipts are in foreign 2_,35 ” _ auditor is *st*o_ <M”__+< assertion 3_8_8 3 e i
av__e.nn.ir provis - Eng gny owns o controls the inventory recordeq :ﬁﬂ.;ﬂ and Ob)
te. omp h inancigl &3
_.%n_. Conversion rd Coodit C n&m c on behalf of another entity has not been
ts A_.____.ocmr A mpany recognizeq

is 1o be laid on receiP e aspart o

be achieved by verifying stock records an..ssm to )
er ﬁnﬂq_zm ouf necessary operations, anaﬂn ]

nm.gﬁam!?

ﬁ:-A %

a a&« e& included in the accounts. o

Q._n“—._OB 2 i
4 company has availed cash credit ?n__a«. & 32 a.e.n

pank for meeting its working capital requirements agai
: | py directors of the company. Discuss, how the
gisclosed in financial statements of company.

AO\m g_gnﬂﬂ n_d_ﬁoha
qﬁg&sﬂn&ae&

R ] O I0

above cash credit facilty, would

solution
Tt shall be shown under the head “Borrowings” and classified as Short- “term uons.& bo

) specifying nature of security. The above said outstanding amount shall be ?_4_6_, e v .ws:&,hmn.w
, heading “Loans repayable on Demand® from Banks. As per requirements of Schedule ITT om noammz.w.nm
Act, 2013, where loans have been guaranteed by directors or others, aggregate amount of such loans
under each head shall be disclosed.

Question 3 B
Various ratios of current year and preceding ,\ne. are %n_&& in financial statements & a moavoi in
accordance with requirements of Schedule IIT of Companies Act, 2013. Discuss requirements of law in
this regard (Do not list out names of ratios)

Solution

A company has to disclose various ratios in its financial statements in accordance with requirements of
company shall also explain the terms included in numerator
tios. Further explanation shall be provided for any change
receding year-.

Schedule ITT of Companies Act, 2013. The
and denominator for computing the aboverd
inthe ratio by more than 25% as compared fo thep

nlermediatenntess
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< of a company: In this regard, b%i“ -
substontive analytical procedureg inp

‘ 4 of sales will consist of sales frend analysig
s W nﬂ’“:d o5 analysis, anY analysis the fludifop May fing oy
pemd M—""‘ +ion and comparing that with the client's e

: s
-cesof the products or services over the yoq = es

,Com 3

1'%‘

OMMYQ

i

otement of profit and loss account of q Compan, lt%
s

ed and installed in month of April Tp,, nec Mkﬁ
g

; il itself. However, owing to | ;

< ready for use in April itse 970 lack of )
ion from 1¥' October. The com P &sin
+ual operatiol Pany has o e

by ouditor that

iz oy wasput info6C oo .
merket, the sid mechinery - ochinery we.f. 15 October. Is above record; j
4 in it books on this ma inery ﬂgofd%%

by M,Wi‘itsbools?

: " [
- rnediatenotess - wina,,
for it to be capable of operating in the manner infended by the management. DQP“?-C'uﬁo;
necessery for T

asset is charged on assef from the date when iffisl;ezz;i;:;;uis;enz::i::;eirom date of qctyy Y
Hence, recording of depreciation by company W.e.T. 3

=

Case Study

S[nsted Ltd. is a company engaged in the manufacture of variety of stainless steel household o
rerging from hot pof, pressure cooker, cutlery set, bottles, fo serving trays. The company hes
corporste office in Delni and its plant in Raigarh, a city in the state of Chhattisgarh. The compays
plerning to experd iits manufacturing activities by setting up two new plants in the Raipur district of fie
siete. For fhis purpose, the company also raised funds by making a follow-on public offer durngiie

financiel yeer 2022-23. R K Mahestmari & Associates are the statutory auditors of the company st
the year 2020-21.

The engegement team consisted of 5

2 members, with CA Raman as the engagement partner, CA Madn®
the semior assaciate and threz artic

led trainees namely, Aman, Chetanya and Depesh.

MWCA Mlmn Kmm-' 5;1
Bl

arl mP““Y 17

: 11#“0 chare were issued af a premium of ¥ <19 S

-

+ of Items of FS
g Audit Omise d fresh capital of 25

o220, comprising of securities prenj

man directed CA Madhu to verify the issye of the
Ra :

i share
s ytilization of the securities premium amouny, e

tof

qudit engagement feam discussed with the

g the year under consideration. To this, the

puring the course of audit, CA Raman, Chetanya and Depesh also visiteq g Sy 2
geta detailed understanding of the mamfacfun’rg D 2 Power, pla

rocess.

The team performed analytical procedures to obtain audit evidence.with

reasonableness of purchase quantity and Price of inventory, More i, 'M'SPG-C:W g
reports from the management for composition of stock i.e. raw materials as o percem o;e b to§ k.
and compared the same with the data of the previous year. CA Ramenand Chetanya 2111 ¥
the reasons for the variations with the management. Yo thereatt

Also, while considering the presentation and disclosre requirements as per Schedulzn';:

Companies Act, CA Madhu discussed with CA Raman the disclosure with respect to the following
balances:

* Current maturities to long term borrowings :
¢ Long term maturities of finance lease obligations

* Interest accrued but not due on borrowings

* Interest accrued and due on borrowings

Based on the above facts, answer the following questions:

1. Which of the following is not correct with respect to shares issued at premium and securities
premium account in terms of Section 52 of ﬂ"‘ Companies Act, 20132

) Where a company issues shares at a premium, whether for cash or otherwise, a sum equal to the

aggregate amount of the premium received on those shares shall be transferred to a securities

premium account.
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llelms o::msium account can be applied by the company in p°_yi"9 U “"iSSuedL:nn_’ Wit
v bl pto be issued to members of the company as fully pm‘d DONUS shareg, b s
)".?rf}\m:e‘::::::ensy premium account cannot be applied by the company in writing ¢ t
<) The

mpﬂny

) The securities premium account can be applied by the company for the purchqse, ofits g,

: o
or securities under section 68. e
2 Which of the following is not an example of capital reserve?

‘a) Revaluation reserve arising from revaluation of fixed assets

b) Securities Premium

¢) Capital redemption reserve

d) General reserve

3. Statement 1: Confirmations as well as undelivered letters should be given/ returne
auditor and not to the client.

Statement 2: When no reply is received, the auditor should perform alternate Procedure
the balances.

a) Only statement 1 is correct

@intermediatenotess

h statements 1 & 2 are incorrect

d to the

* "egangiy,

4. Mr. Chetanya performed which of the followin
with respect to the overall reasonableness of p
a) Consumption Analysis

g analytical procedures to obtain the audit evidence
urchase quantity and price of raw material?
b) Stock Composition Analysis

¢) Reasonableness test
d) Ratio analysis

III to the Companies Act 20132
a) Current maturities of long term borrowin

b) Long term maturities of finance lease

gs is fo be disclosed under the head long term borrowings
borrowings

obligations is to be disclosed under the head long term
Liabilities

d) Interest accrued and due on borrowings is to be disclosed under the head Other Current Liabilities

1.c2.d3.c4.b5 q
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: : ex
the commission paid or discount allowed on any issue of equity shares of the ,,, =~ Pergyy o |
A .

ey

ditor 1! &
18/

. e 1o cp o e
i quditor i verifying purchases to ensure their genuineness, Consequently, he is aiso

“trade payables” are present in fi ments. Whict

$:° that 1O faie; T :-o':\syand trade Publ e fmfmcid b : ; :
artfy ! purchase transacti Payadles respectively qre being verified by auditor?
e ” ce; Existence : 5

urren
09 currence: Compleferess
c
gxis?ancei QOceurrence
: complefeness: Occurrence
C)]

AR

which of the following statement is most appropriate as regards to diulM of goodsin transit
z. T Y '(‘C'

. cial statements of a company?
in fmG“e arate disclosure of goods in fransit is required,
(a) N? S|:sure of total goods in transit under head of inventories is required.
(b) Di;osure of goods in transit under each sub-head of inventories is required.
((Z)) ?)lisclosure of goods in transit for raw material and finished gaods is required,

3. sweat Equity shares are issued by a company at a discount or for consideration other: than cash
to itsi-

(a) Directors only

(b) Clients only

(c) Directors or employees
(d) Auditors only

4. Which of the following is not an element of cost of an item of machinery included under head
“Property, Plant and Equipment”?

(a) Installation costs : :

(b) Freight cost of bringing the item to its location

¢) Inaugural costs . y 3

((d)) Emplgoyee benefit cost for making such an item suitable for production

. ; its "Cash and cash
5. Which of the classification is not required by a company in respect.slalt?
. Which o

equivalents?”

(a) Balance with Banks

(b) Balance with scheduled banks
¢) Cash on hand

(
(d) Chequ€5 on hand

1.a2.c3.c4c5b




i. B oo represent the sum an entity pays fo its eMmployeos
. Em
efforts only.

Tncorrect: Employee benefits expenses, commonly called payroll expenses, repres
an entity pays to its employees for their labour/ efforts, as well as associateq o, ag

o 4 g
perquisites/ benefits, postemployment benefits like gratuity, superatinuatiop % e Ny

i s . e
provident fund contribution etc. as well as towards their hiring, their welfare qnq traini e
9.

ent the

2. Dividends are recognised in the statement of profit and loss only when the entity's
I
payment of the dividend is established. ght to Pegg
Incorrect: Dividends are recognised in the statement of
i) the entity's right to receive payment of the dividend
il) it is probable thet the economic benefits associa

profit and loss only when;
is established:
ted with the dividend

5 1 Wil flow to the gy
Dintarifediatarotess e

Pany to employees

er than cash for providing know dlreqors oy

how or makin avail g
ghts or value additions, by whateyen T Collej llable pight i, ih,

nature of intellectyq| property pi

4. Capita| reserves e

. : Present profits that
time be|n9 or any one are qy,

Oilﬂble for di o
or more purpose, r disfribution to shareholdeps held fop the

Incorrect:
ct: Revenye reseryes represent Profits that are

available fop distribution to shareholders
«9enerally, cqn be utilj
b0 ) ilised iti
B Amdes) ol issumg ; for Writing down fictitious assets or [osses op

ONUS shares f it g realised (subject to

Correct: A capital p

‘ CSCPVQ, ene,
(subject o pr e
Premium op cq
52 and 55 e

OVisions in the Artic|
es) f
: : 9 bonys it i
Pl'ralvredemp‘rlon reserve accoynt can be shares if it i realised, But the amount of share
Pectively of the Companies Act, 2013 A

can be ytijj
sed for wniti
: writi .
or issin ng down fictitious assets or losses or

is
ed only fop the Purpose specified in Sections
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T N

Z;‘I“mt O"Z:as of the period-end.
oA S ey .4‘
sh“f A Xe balance sheet shows building with carrying amount of 100
crect’ f Co:“fhe management has claimed/ asserted that: 5
4 ume tha

) S ol : ,
i "”wm:,:li:"“ <heet shows building with carrying amount of ¢
MY 's

t has only ass o gloUL
fsco mpam’ it that the management has only emdfha’r’lhebmldmg ,

ol 055 ilding recognized in the balanc.e s’hee’r ;cms’rs as af ?'he ['Jef'iodend (exnstm setn);

dshed  owns and confrols such building (Rights and obligations assertion);
Compﬂrfd'ng hhas been valued accurately in accordance with the measurement principles (Ve
The build! » |
asserf':’":;d and controlled by Company X are included within the carrying amount of 2 100 Jakt 4
ildings ©

AllbU!

mple*enass assertion).
(Co

| and wages are considered fo be revenue expenditure when incurred for constructi
jal a
7, Mater!

puilding. A. ¥
. Material and Wages incurred on construction of building qualify o be capital expenditure as
Tncorrect

10 “Plant, Property and Equitment”, Therefore, these have to be added to the cost of the asset
erbA‘Tding and slhall not be expensed off to Statement of Profit and Loss.
j,e bul

PPE are depreciated when the asset is actually put to active use. b
8.

¢ r T f f t t obsolescence, usage and C“IUXIOH of time,
ncorr ' Dep eciafion isa all in value of asse due to ) :
here 0( ‘2’ dep eciatior is cha ged wher he assef Is ready for use . ctive use of asse is not a

mandatory criteria for charge of depreciation.

eral
pany requires special resolution o be passed af the gen

9. Tncrease in authorised capital of the com
meeting

of
teration of capital clause of memorandum

i ires al :
ed capital requires i ! authorised capital of the company

Tncorrect: Increase in Authoris o 2
Association, Therefore, ordinary resolut!

as per the Companies Act, 2013.

‘<tnibution of dividends.
10, Capital redemption reserve can be used for distributio
apital re

ot a free reserve i e C used
t eserve. I is a restrictive resery and can be
ee . =
t t a free reserve it cannot be U ilised fo PGYH’\QIH of
is no '

pose of issuing fully paid up bonus shares.

i is N
Tncorrect: Capital Redemption reservg lce ;
only for purposes given in the Act. S;‘n g
dividends. CRR can be used only for the p
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ividends arer'ééomm;ﬁded by the Board of Directors by passing a resolufg

Shareholders declare the dividends at the AGM by passing an ording af ,h%w‘

 dividend is an item of ordinary business. However, the shareholdeng ik r“olut.
ecp,

dividends recommended by the board but cannot increase if.

"ing Trade Receivables balance, Direct Confirmation Procedure is one of t, ;
. he .rnpomqm

Qud“

“Tvgg_[ec_t:'While auditing trade receivable balance, direct confirmations as per SA 505
‘be the most important audit activity, Direct confirmation can be sought from th s
.corffirming their balance due, The replies fo the confirmation can be then match i
mam?ained by the client, Any discrepancies so revealed, can be investigated e
possibility of any risk of material misstatement, Auditor selects few debtors' b(c]|r|‘<:1r1Checke
Ces an

to prepare the confirmations
i properly addressed to the debtors, Audit:

°"Sidere s [
fors dif‘ectl:
h fhe remr

din detg g
d ask the cley

|
i
r
i ;
Ct contpg Oy

or maintains stpj

SM Questions

Jintermediatenotess

i owing:
; Goods sent out on Sale or Return Basis
. Borrowing from Banks, '

(a) The audit
Procedure genepq|| i
requi
out on Sale op Reyn e Ind; : red to be undertaken

1) Check whether aseparate m

The party ac; 5
counts .
credited, —

b ; ’
y the auditor while auditing Goods sen

udit QB CA Shubham Keswan;
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[S
f"“';ss(:,rnll;s: Borrowing from banke‘:may' e either
o il C:;ose, the borrowings should be verified asfolibw; >
n eocf! e the palances in the overdrafts or [oan nécounfs‘ -' th
Reco’na o mentioned balance by obtaining o certificaty f
‘onfnri‘;‘ccou nts as af the end of the year, <
in' 13 independent I?alance confirmation from the bank sh ng
0 sacur‘iﬂ"'s deposited with the bank as security for the loans op of 'fﬁérc :
g firm that the Sar’ne has be'en correctly disclosed and duly‘.. :
. panis and recf;rded in fhe‘Regtsfer' of charges, ‘
ey the authority under which the loan or draft has been raised, Tn the
il iy the Board of Directors is authorised to raise a loan or borrow fra
Confirm, in the case of a company, that the restraint confained in'Se&n'on‘Iﬁ

v) ;
Act, 2013 as regards the maximum amount of loan that the company can

s

com‘ruvened.
V) Ascertain the purpose for which loan has been raised and the manner in whi

and that this has nof prejudicially affected the entity.

Question 2
How will you vouch/verify the following:

(a) Goods sent on consignment.
(b) Foreign fravel expenses.
(c) Receipt of capital subsidy.
(d) Provision for income fax.

(a) Goods Sent on Consignment:
i) Verify the accounts sales submitt
in hand.
ii) Reconcile the figure of the goods on hand, as givel
invoices and accounts sales received during the year. If
hands of the consignee af the beginning of the year, the sa

ed by the consignee showing goods sold and inventory of goods

nin the last accounts sales, with the Performa
any consignment inventory was in the
me should be taken info account in the

reconciliation.
iii) Obtain confirmation fro
date, Verify the terms of ag

commission and other expens
+ The accounts sales als

n consignment on the balance sheet
- and the consignee to check the
unt and credited to the

m the consignee for the goods held 0
reement between the consignol
s debited fo the consignment acco
o must be correspondingly checked.
s in hand with the consignee has been valued af cost plus
freight, dock dues, customs due, efc,, unless the value
the inventory in hand of the consignee should be
e has been made for damaged and

consignee's accoun
iv) Ensure that the quantity of 990d
ring expensaS, eg.,
ower,
that the allowanc

proportionate non-recur

) is lower, In case net realisable value is |

| valued at net realisable value: Also see

obsolete goods in making the valuatio™ 321
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i 2 ! e ify the items given while condy,
jowance bils submitted by the employees stating the detqijg toyp af' o ouwill verffy?
T " ey on Y .
3 | /ho Taxes ; s
mem:f::cfour programme was properly author e siconpetent Qthority )f("plaly':ﬂ‘"lf Ofe s of scroP e
i) Che flr'i'h: T.A.bils long with accomparying supporfing documents such as qjp yo i g pxpenses:
! e?s bl an.& 'héfe! bills with reference to the internal rules for entitlement of the em’;, Py ' 0 fdvzrﬁse
A 01 oo
d also make sure that the bills are properly passed. &

, g i ST
: ) £ will Taxe income-tax and other taxes consequent
) See that the tour report accompanies the T.A. bill. The tour report will show the Pose pet of - on accotn” ofl]
e Satisfy that the purpose of the four as shown by the tour report con ¥

e copy of the assessment order, assessme
orms 4, fhe ) PaYﬂ‘en b reference 10 the/Cony et 5 gt
(et 4 I ifie lan. 2y S
authorisation for the tour. ‘ : et od challa ' : 2 =
: V) Check Reserve Bank of India's permission, if necessary, for W'fhd"“w‘“g the foreign €Xchap, the ek or advance payments Of, ey shoulialso b el with the rtice
e company the amount of foreign exchange spent is fo be disclosed separately iy he acey, '19:‘ f paymen'* +ed challan acknowledging the amoun’r. paid. g
as per requirement of Schedule III to the Companies Act, 2013 and Accounting Standang g 1 'Ths i o recei i d on advance payments of u}come-?ax s.hould be included as incom
Effects of Changes in Foreign Exchange Rates". e 5 infeF: ged for non-payment should be debited to the inferest account:,!
i char ; is also i  Electronic payment of
© £ ""terzs:ys electronic payment of 'ra);es |ls ;;lsc:‘ l:r:;:i rEdeifOCMNmW
¢) Receipt of Capital Subsidy: 1 Nowd / £ infernet banking facility o Sy
i) Check the application made for the claim of subsidy to ascertain the Purpose and th Y taxes by WaY 2 ic payment of taxes also from the account o
P t e 5 s P the schep, of ity can make electronic pay ot clearly ndcte heP 3
; i D The ent! king such payment must clearly indi ermanent
i | [= 1 V) llan for making : : -
ll)@tmtﬁﬁmggj mmm the conditions attached with the same | However. the cha on whose behalf the payment is made. This should be checked by
relating to its use, etc, e

(PAN) of the assesse

his own account in an
: ke payment of taxes from 5
for the entity to ma

s not necessary

iii) Ensure that the conditions to be fulfilled and other

: : ify the payments
4 ferms especially whether the same is fop o vi) It i 3 ch e-payment, the auditor should cross verify { :
specific asset or is for sefting up a factory at a specific location, pank. While vouching su ith PAN No /TAN No. efc.
iv) Check relevant enfries for receipt of subsidy. the receipted challan along wi
V) Check compliance with requirements of AS 12 on Accounting for Governme nt Grants" i.e, whethen | e and disposal
e ie} s 2 : o dispos
it relates to specific amount or in the form of promoters’ contribytion and accordingly accounted Sale Proceeds of Scrap Materid aferials, as regards its generation, storag ;
for as also compliance with the disclosure requirements i) Review the internal control on Scrdp ;1age Je and disposal of
‘ [ lowed at every STA3= ds for the sale
it was properly fol b onable recor
Provision for Income Tax: » Whe*herhﬁfh F':he organisaﬁon is maintaining reas 1otk
\ o . r‘ . N d
Ascertain whethe mater(d
i) Obtain the computation of income qnd INcome tax prepared by th - i ' if) g - stion of the extent of scrap
IS as per the Income-tqx Act, 1961 and Ry i - e Rl fElifyintetheny felicp materials. d cost pecords for determind
/ and Rules made th : ion and co:
i) Review adjustments expenses, disq|| p 1 (Rl e prodiciy

= on f the
nding figures 0
iselina giverpegiad) s with the corresPe
may arise in a given p the sale of Scrap mafer!
m the

nd documents tai iv) Compare the income fro have been S o
4 ‘als hat /

B Pertaining to advance tax self-assessment tax and preceding three years. Fferent types of scrap ek i

B denc Y . v) Check the rates at which differe -0 vear. e on the invoices.

EnsuFr"e that opveyra ue a5 per the latest applicap)e rates in the Finance Act ) ith the rates that prevailed in the precet.ilf@ Ynd check the calr MR

c.l ' Provisions on the date of the balance sheet s adequate having re d ; 3 i ; |d have been billed @

current year provision, adyance 10X paid, assessment orders, etc L D 7
B CA Shubham Keswani ’
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-

Leﬂm ’ "':
¢ +he scrap material and good i w"h,P
fy thescrop %Iitymmeﬂu:

’:;all.saﬁon from the sale of scrap Materialg oo

: e\s" ‘ Py
Is/invoices from adverfising agen
i are fract.
ent are as per the con .
i relates fo client’s business.

cy to ensure that rates charged for diffenent fy

Tnspe receipt i he agency.

ect the receipt issued by t
- in the nature of expenditure - revenue
recorded properly. : g
 Ascertain the period for which payment is m
e  the balance sheet. ; :
; ;l)’ See that outstanding advertisement bills have been provided for.

or capital expenditure and see that it g beey

de and see that prepaid amount, if any, is canrieq 4,

ABC LT; has issued shdr:;’és for cﬁsh at a premium. Section 52 of the Companies Act, 2013 provides that
o c.‘o;npol.'ty shall transfer the amount received by it as securities premium fo securities premium account,

i ; ied,

- @internrediateriotess

Solution

Shares Tssued at Premium: In case a company has issued shares at a premium, that is, at amount in
excess of the nominal value of the shares, whether for cash or otherwise, section 52 of the Companies
Act, 2013 provides that a Company shall transfer the amount received by it as securities premium to
securities premium account and state the means in which the amount in the account can be applied, As
per the section, where a company issues shares at a premium, whether for cash or otherwise, a sum equal
fo the aggregate amount of the premium received on those shares shall be transferred fo a “securities
premium account” and the provisions of this Act relating to reduction of share capital of a company shall
| apply as if the securities premium account were the paid-up share capital of the company.

Application of securities premium account: The securities premium account may be applied by the
Company:

a) fowards the issue of unissued shares of the compan

y to the members of the company as fully paid
bonus shares;
b) inwriting off the preliminary expenses of the Company;

c) inwriting off the expenses of, or the commission paid or discount allowed on, any issue
debentures of the company;

of shares or

Audit OB CA Shubham Keswani

to h' 1

5 ; nza
ol .
' waud:,; P"aml,:J
;}‘uf‘:‘ accoun’r
"

< o ensure whether PPE has peq, o

/ﬁjﬁ‘ ha

e dif"r
U 0|

v o
1t ating :Y
d
heel [ MTP Se

i only for the purposes Mentioneg

y lued n
s and practices and also the entity hag gl
|fha entity and recorded in the financi|

u stc
o p24/ Nov-22 + Dec’21] o

be
z OR :
: sratutory auditor of ABC Ltd, While pepforming "
fa ! :
; o verify i :
f (prop erty, plant and equipment) are i the name -

ot i
: +ions to land and building in particula, aUdifor degi

(IPPE T
) 'l;‘or oll add
i hip- S
owners”” to know whether enti :
. he auditor vimnfS 0 3 ther entity has valid legal OMnersip i
)] + as security for any borrowings. g
kel difor on audit procedure fo be undertaken by ki 1, estab|
sed

dvi :
:vcrfhe pPE. [MTP ApF 23]

Ish Rights gng ,
OR :

e Limited acquired an immovable property of substantial yalge duri
fyte igh s recorded in the financial statements as an addition n the Sched
i:;:rved that this immovable properfy has been mortgaged to a bk fon
B he quditor verify the rights and obligations assertion for this p
{gal ownership and identify any charges against if? [MTP Jan25]

" the financial year 2023
e of PP T auito iy
availing credit facilities. How
roperty fo ensure the entify's

Solution
The auditor has to ensure whether PPE has been valued appropriately and as per generally accepted
tecounting policies and practices.

Sanificance of verification

Thevalue of fixed assets/ PPE depreciates due to efflux of fime, use and obsolesws!:&vmm'
fthe valle represents an item of cost to the entity for earning revende dunngung':d-M
MSost in the form of depreciation is charged to the accounTS,theprofitorlossm!dm ot
Hétlined, ong the values of PPE would be shown at higher amounts:

Ao s
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cedderecation nll ens of PP uness Y e

e t has done an inpir ;
ify whether the managemen Ment qgq,

i : lant and equipment is impaired qs per ?he : t
whether an item of property, p Peq; ;
28 - Impairment of Assets.

i S ; ip ri PE claimeg
S 5 legal ownership rights over the P med to

‘whether the entity has valid legal ownership rights

reconded i the financial statements t

¥ f;tmrooedms undertaken for verifying compleh.:n'ess of additions to PPE dUring e
e l‘ d under audit, the auditor while performing 1esﬁnlg of addm.ons should 0'50. Verify tha g
purchase invoices are in the name of the entity that entitles legal title of ownership to the r&,mﬁw
: entity.

. + Forall additions to land and building in particular, the auditor should check the conveyance deeq %
~ deed to verify whether the entity is the legal and valid owner o not.

@itEtediatenotess - rmw ...,

* Incase the entity has given such immoveable property
title deeds are not available with the entity,

obtaining o confirmation from the respective

be helg by

as security for any borrow

ings and the origing|
the auditor should request the enti

ty's Mmanagement fon

lenders that they are holding the original title deeds of

immoveable property as security.

* Inaddition, the auditor should also verify the register of charges, available with the entity to assess
that any charge has been creqted against the PPE.

Question 6

Write the audit Procedure fon verification of existence of Trade Receivables

Solution

For Verification of Exist,

Invoices cannot be rded more.than
balances gre automatically py

N the generq| ledger from the original
counts receivable aging re

Port and trace the balance as per the
report 1o the general ledger.

i) Check whether reqlization :

On is recorded invoic
debtors is adjusted chr

e-Wise or not, If
onologically invoice

not, check that money received from
“Wise and on FrF

Obasisiie. previous bill is adjusted first.

Audit QB CA Shubham Keswani

prE hh
P sl P :
ln et sd reflect 'hef!m"re:'l;:ldw:ldl - Gssey,
ed fo be consumed by the entity. TS
ol ;wq:'; Wmﬁon method, as applicable, 'fleﬂw ,

' ‘),;\‘ ' e eceivables sellect:! :or};cor:i;emaﬁon”shm&:
o & for Confirma'no.n which should be pr sl
0 st 1L maintainstrict control v erse e
M,a jtof ; 4uld be ensured that confirmations os el asany
:"Gﬁ‘-f::and not to the chen;r}.1 it mew“byﬁ_ G
pe e ncies revealed by the e D
f giscrepd have a bearing on other accounts not lmludedmjhewigm mple.
i) A"Z quditor mﬂY_ received, the auditor should perform alternate procedures egardin
no replzj :e Agreeing the balance to cash received subsequently: -
clude:

is Cou:d;:ec eivables for other than sales or services are not mduded e
tha )
Check

yi)

are the statuto Y auditor Of Venus Ltd. for the FY 2021-2 bmﬂ‘ co
{o] jates
0 & ASS Cl 2

udit team members, Mr. Viaan noticed tMtﬂncOﬂwm’T;mm! o
qudit, one of thea moters of the company, namely, Mr Raj and Mr. Rajeev ‘ specifying
50 ks 0 e K: Viaan discussed with Mr. Manik, the mm 5
: repaymetnst;vith.respect to such loans required by Schedule e
rvjl:\l:':z:\:\:‘ld Mr. Manik advise Mr. Viaan?

r. Man k shou d advise Mr. Viaan OCOHSldCI W'le”lﬂ !he Ono"gdlsdmzsdslmlzd
f
S V
Mr.

ed to promote
: + of the loans grant

been made in respec that are:
ies Act, 2013, haseclliNEERS other person,

2 thedc;;\mp::_}eev either severally or jointly with any

Mr. R‘U an ™ L

o fnmu" —
e tumsgrpenodo Loans and |
demand or (b) without specnfyxr\gu"Y. Percentage to the total e
(a) repayable on [ Amount of loan or advance in es in the nature of loans
W& of Borrower ‘}Amo nature | ofiload Advanc
: the 5 /
L. — //
Promoters —
Directors # i ;}//
- R camcmme
KMPs —— //J " ‘ﬁﬁ'}ri
| Related Parties = jer Schedule TIT

ired
{al Statements os requ
Question 8 i
How is “Cash and cash equivalents

ec2l ¢
(part ) to Companies Act, 20132 [©

« disclosed in the Financ!
MTP Mar-23]

327
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T Te S
dit of Items O IS

tatements: Regarding Cash and g
quired nder Schedule IIT (Part 1) 4 - " €qu
o Mpa,

Lefll‘n ‘\Vill;

\lql eh’l
jeg 4:}‘

4 &h barnks (for example, for unpaid dividend) shall be Separately St
I db'::m ﬁl: to the extent held as margin money or security against th
ances wi the
 othen commitments shall be disclosed separately.
, other ¢

epatriation restrictions, if any, in respect of cash and bank balances shall be Separatel, et

e bor‘roWings

At A s : :
Studymate Limited is a company engaged in the manufacture of stationery items, The =
9oods on credit. The debtors as on 31.03.2024, amounted to 2 10 crores. What is

requirement for the company with respect to The‘ageing schedule of the trade receivab
R mteREamICN 0165 S

Solution

Mpany se|s ifs
the diSCIOSUre
les in terms of

Trade Receivables ageing schedule

Amt (inz) [ 7]
0/s for following periods from due date of payment # P
: Less 6 Months- 1[12 |23 r More | Totdl|
e than 6 months
- Undispufed_ year years | years | m 3 years | sl
Trade  receivables - |
considered good |
(if)Undisputed B \
Trade  Receivables - \
Considered doubtfy| !
i) Disputed  Trade e
eceivables Considered
0od
v) Disputed  Trqde T
eceivables Considered
ubtful

lit OB CA Shubham Keswani

Puﬂ '

of FS
wof IICT;“ shall be given where no d,
a

( Imlﬁxr‘fin 0 e date of fransaction,
h" 'j,afrvf“ shall be disclosed separately,
$0° g dues

Jle
i

18

a‘,&?{i Qﬁ"10:5¢afuf° ry auditor of Jupiter Ltd, for the FY 2022
?;;f,a e 1:; e company has PPE under constryction i.e. Capital Wo
od T '

ofice company give with respect fo the ageing schedule of such capital w

gould? ’;‘:Ie ITT o the Comparies Act, 20132 L
sche

by

golution Ry

Capital-Work-in Progress (cwzp)
cﬂpiml—work—in progress, following ageing schedule shall be given:
0) For :

(

CWIP ageing schedule
e [L2years

CWIP

projects in Progress

Projects temporarily suspended

For CWIP, whose completion is overdue or exceeded its cost compared fo ?ﬂglmljalan;’r
b) For ; (i :
(CWIP completion schedule shall be given:

To be complefed in:
1-2 years

2-3yers

CWIP <1year
Project 1 [
Project 2

(Details of projects wh

e
re activity has been suspended fo be given separately)
el

TSR . ;‘
i rship rights
lid legal ownership rig
uestion 11 ify if the company has va : 2
SS the statitory o ti:esr;f:March 31, 2024. What audit procedures shou
ce shee .

i i alan
over the inventories recorded in the b

hi ries, including ifems stor ed af thir d-pﬂl |\/
pany's ownership 0

f the invento
you perform to verify the com

locations? [MTP Jan25]

Solution N
The statutory auditor of Ginni . ,:i
company has valid legal ownership rig
31.03.2024.

audit procedures fo verify if the

llowin
Bl per‘fOFm g orded in the balance sheet as on

hts over the inventories rec

The auditor should:
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: i documentation (purchase requisitiy L%n
. mqungd cheque or payment file). % p“f'ch%:'ilh

RN

material purchase commitment agreements.

) invoices for evidence of ownership i.e. the invoices shall be in the nqp

* abtain confirmation for significant items of inventory. ¢ ke Clieny
For instances of inventory held by third party. the auditor should insist on obtqjp
the third party on its business letterhead and signed by an authorized personn r|"n
confirming that the items of inventory belong to the entity and are being held be
behalf of and for the benefit of the entity under audit. Y

9 dedqr
Qtign
of ﬂ"qu ?hir’d fp%

Sueh thirg Ptx:;\r‘lrry
n

Past Exams/RTPs/MTPs Questions

:‘ﬁ 5 0. want to d{versufy its business and for that purpose they want to rqj
o, general public. The face value of the shares is Z 100 but the direct 'Si jh
ors of the

5 . ¥
Rintermediatenot
M. OSper[:(!g?np (E@ge' The statutory <Judi:o’o

r:

of Section 53 of th anies A
e C i . ct, 201
consequences where the ‘::":0 nies A'c‘r, 2013 with reference to shares issued 3. State the Provisions
pany fails fo comply with the provisions of this s T'GT a discount qng the
ection [Mﬂy'24]

ey by ISsuing Share

Solution

Shares issued q -
t a dis : -
e count: According to Section 53 of th :
pany shall not issue shares e Companies Act, 2013

i at adis :
given under Section 54 of the (, Iscount, except in the case of an issue of s

ompanies Act, 2013, eat equity shares

regulations specified by the

’ :
he Banking (Regulation) Act 1949

ompany and every officer

through the issye of shares at q ¢
a

Y extend to aqn amount

iscou .
Nt or five lakh py, equal to the amount raised

pees, whi
« Whichever s |ess, and the company shall

Audit QB CA Shubham Keswanj

ems Of ESOn 3
% refuﬂd all monies received with interest

gAY :
5 of such shares fo the persons to whom sc

!
o%? 2%

Jiable
fiss!

reof!

intsare fo be borne inmind in case of issue of *Sweat,

on 2
quity Shares®

*udit PO

¥

OR
Co rtered Accountants, are appoined as the auditors of-ABéLfi CAS
come gcross the following while verifying equity share capital of the com
i) He "oticed that some of the equity shares are held by promters e
gi) Some shares are issued as sweat equity shares to the mP'%gs' ke
hat is the meaning of sweaf equity shares? What are the disclosure r;qui;e;ﬁms

shareho]ding? [NOV-ZZ]

Tssue of Sweat Equity Shares: As per section 54 of the Companies Act,. 201

Solution 6
3, the
sated in the form of ‘Sweat Equify Shares®. i

158

compen:
s

+syeat Equity Shares® means equity shares issued by the company fo employees or direc
h for providing know-how or making available righ
by whatever name called. The audift
£ a class of shares already issued and follow:

discount or for consideration other than casl
nature of infellectual property rights or value additions,
that the Sweat Equity Shares issued by the company areo

conditions are fulfilled-

a special resolution passed by the company: i
£ shares, the current market price, consideration, if any, and
ployees to whom such equity shares are fo be issued;

£ such issue, elapsed since the date on which the company

The issue is authorized by
b. The resolution specifies the number 0

the class or classes of direcfors or em)

. Not less than one year has, af the date 0

had commenced business; and
. Where the equity shares of the company are

ued in accordance with the regul
listed, the sweat equity shares ar

listedona recognized stock exchange, the sweaf equity
ations made by the Securities and Exchange Board in

shares are iss ; g
o issued in accordance with such

+his behalf and if they are not s

rules as may be prescribed.

¢ for the time being applicable fo equity shares

as ar
he holders of such shares

rictions and provisions
d under this section and !

The rights, limitations, rest ;
t equity shares issue

shall be applicable to the swea
shall rank paripassu with other equity shareholders.

Y
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% Change during th

e year* §

4

L

‘9, 9% of total shares

s pramoter asdefined i the Compaties AT 20
Is shall m.i.uﬁaaz for each class of mgawa i
- 8« change shall be computed with respect to Year on i¢

the year for the first time then with respect fo the date of issue.]

E D i : :
ph ter extent in the year for which you are conducting

reduced its w.re.n Capital to a grea ) :
tate how will you proceed for verifying the reduction of Capital. [MTP Oct-20]

iy

Reduction of Capital .

r verifying reduction of capital, the auditor needs to undertake the following procedures:

) Verify that meeting of shareholders held to pass special resolution was properly convened and thqt

proposal was circularized in advance to all the shareholders;

ii) Verify that the Articles of Association authorises reduction of capital;

iii) Examine the order of the Tribunal confirming the reduction and verify that a copy of the order and
the minutes have been registered and filed with the Registrar of Companies;

iv) Check the Registrar's Certificate as regards to reduction of capital;

V) Vouch the accounting enfries recorded to reduce the capital and fo write down the assets by
reference to the resolution of shareholders and other documentary evidence; also check whether
the requirements of Schedule IIT, Part I, have been complied with in relation to presentation;

vi) Confirm that the words "and reduced", if required by the order of the Tribunal, have been added +§
the name of the company in the Balance Sheet.

vii) Verify that the Memorandum of Association of the company has been suitably amended.

tes

Question 4
Reserves are a vital source of financing by internal means. Explain and also discuss the meaning o
reserves along with revenue reserve and capital reserve. [MTP Oct-22]

eéno

Solution

Reserves are the amounts appropriated out of profits that are not intended
* to meet any liability,

» confingency,
e commitment or

diminution in the value of assets known to exist as af the date of the Balance Sheet.

Audit QB CA Shubham Keswani

@intermediat

eﬁ._,% ment divisible profits inleanyears, 1o finance qn g

,:_a_%_ﬂ e business °r 10 generally strengthen the comp,
10l 0 "
o' i
nts a reserv ich :

Reserve represe e which does ot ;

nbe segregated as revenge op Capitq]

ﬁ1®h®:._. vq.oﬁ.—,m that are D<o=o¢,_n.*. .
or

ilized only for rrainli
S They.cal el ¥ TOr certain limjteq pur

capital redemption reserye.

be noted that if a company appropriates revene pr
ment reserve with the objective that these gre tobe E.&;*
be in the nature of a capital reserve.

qustion 3 -

The financial statements of XYZ Limited show long
ntitutions, leasing, and hire purchase companies. Additionally, the company has issued deben
#s 1000 members to raise funds in accordance with the provisions of the Qasamm 38_ .
noney raised by issuing debentures is also reflected in long-term borrowings. As the statutory auditor
of XYZ Limited, CA X wants to verify that all borrowings on the balance sheet represent valid claims

banks or other third parties. Suggest a few audit procedures in this regard. [MTP Sep24]

Solution

The audit procedures required to be undertaken by CA X while auditing borrowings is as follows:

* Review board minutes for approval of new lending agreements. During review, ensure thaf new oan
Wreements or bond issuances were authorized. Ensure that significant debt comifments o
PProved by the board of directors. o e

" Check the details of loans recorded (inferest rate, nature and %*,*gv..“h”nrs.

: Yreement, Verify that borrowing limits, if any, imposed by the Sanasae«_n_ﬁﬂw .

oot ang obtain independent balance confirmations (54 503) in 3%&& i

?oa
the lender (banks/ financial institutions efc.).

%wow (pYVY <



rom

to un ey

m Wil w ;
zi ;

for terms and dates of _&%5339 ban

not pr

ejuaicially artecteq ar .._n

POy | . at e
| os_x.., >mmwm i liability balances .;p._._,sn_ﬁ .
¢ is received on assets securing the deby. e _“&nw_aaa:*m. Which assertion auditop
_ bilities whi record ;
hen +ion that all the liabilities which have been recorded repreg,, o et this regord? [MTP Sep24)
ain Written Rep . g 1 %% pim "
Ty _a_“.__5 %_m by
. 2 teness asserti
o tionalized bank. The company receiveq 4 o L4 t0 ensure moav_ﬂ [lowing ¢ ”Jh“oz.
i natio . ! 0 u
N 31.03.2024 from the bank &4 balan, w.__“% ot ods 10 perform ; 9 et off procedires :
o on certificate for bank overdraft balance as on .A V. : ir—_ms&, =a+ 5 invoices received/ recorded qt eng of repg ing
oot bl T T Amount : o las de payables; goods shayld j e
| o e RS s / fo J in trade P 0Ve been o,
— ificate | 25,66,200/- clude n transferred
Bank overdraft bt 2P mo“x n_,nl_rn 26,45,300/- _%o% m:oc_m :o<mavn1n81 to period/ <_“o?<o=“ % e
Bank overdraft balance as per Ledge e g8 45 received Pri = end should gy,
:os yill you vouch/verify borrowings from Bank taken by Alfa Limited: | / Al mmwa i rade creditors. g
By 12 (Sep2q) inclu e/ expenses on a sample basis selecting sqme £
e ing d ts t o
st P . cupporting documents to ensure that the i
ouching /Verification of borrowings from Bank: ! :%_%m thelrl Nn%:fmm. Purchases Were
n.._.rm,s&ws. is required to roll out and obtain independent balance confirmations in respect of all the | * qunts & correc ce dates togateentiy A e
borrowings from the lender (banks/ financial institutions etc.) and perform the following: ) %&% vE.n_émm invoice da m _.M ,_.:m_q. Zp.ﬁ to 93_2:&:3? :
‘s Ascertain that the confirmation asks for all informafion likely fo be relevant to the tests of debt " y orded in the correct accounting vmz.o g ._m can _=n_=%§§§m§§ &,
and related interest balances (.g., applicable interest rates, due dates, collateral and security ,_ s ices received subsequent to the period being audited, 1, see if they shoulg _sﬁes_ .
nvo Visag el
interests).

Send reminders for non-replies.

Compare the balances as per the confirmations obtained to the books of the accounts. Ask for

reconciliations, if there are any differences and test the supporting documents for the recongjfing
items on a test check basis. W
zéa

n_onm_z
5 L
Obtain independent balance confirmation from the bank showing balances, particulars of mmo:_m—.ﬂwm

anvom:&sx:}mg%ﬁ monclé?a}m_oo:me.&:6 nroammnsno:&o:c:ommﬁnza no-aa
that the same has been correctly disclosed and dul nméa

recorded in the Register of charges. o
| Verify the authority under which the loan or draft has been raised. In the case of a Savoimz
that the restraint contained in Section 180 of the Compani

§mw8&omomanﬂoaa oErolm&*oSamn _oo:oﬂcogos?osog:r.
Confirm, in the case of a company, esATT
2013 as regards the maximum amount of loan that the company can raise has not been contray ;
l

Reconcile the balances in the overdrafts or loan accounts with that shown in the pass boo

confirm the last-mentioned balance by obtaining a certificate from the bank showing the b
the accounts as at the end of the year.

y registered with Registrar of Compani

-

Audit QB CA Shubham Keswani

%1& under audit.

expense vouchers. Review all materig| expense Vouchers 38&&?& the

inthe
Review subsequent . :

_ lance sheef date o see if they relate to fransactions from within the audit period. .
For advance received from customers/ revenue received in advance, obtain customer wise lising
dong with ifs ageing & nafure. Enquire from entity's management if there has been any dispute with
wstomer and if there is any additional liability to be recorded. For all such advances; auditon should
yenify underlying documentation based on which the entify had received the advance:

» Inrelation to statutory dues liability like withholding tax (TDS) payable; mmq?ﬁv._a._ﬁiﬂ
pyable, professional tax payable, PF and EST payable etc, prepare a reasonabilty with respect
stles/ purchases/ employee benefit expenses.

e lcable
6ST liability for last month may be calculated by applying the applica ;
i i i ST liability recorded by the enftt
, ih'case of any variance with the 6 e
should be requested from client and in case found satisfactory,
,. SPart of audit documentation.

|

|

rate fo the sales made

1
, o CA w_Ez::: Keswani



Le

il
may be calculated by applying 4, ™ Wiy kK,
gzn :

and in case of any variance with the _s_u__:< wnnwwu :
: 1d be requested from client and in case foung Satisg, e J
e 41 f audit documentation. 33.,
be maintained 0 E:.H_ 2 osits made subsequent fo period-end fop g
verify challans *“_.Kn“_ dlso analyse reasons, if any. in consultation
; %m_.o”g_““”_no ””“n“&“n on amounts deposited subsequently. vis-
gement for any '

. nt.
recorded in books of accou
shall prepare a complete list of all statu

#:So %
; With :N
=Vis _mov___J

tory dues & consider his reporting requiremen; i
en

; :n<Mm=m£n d an actuary-expert to ascertain actuarial valuation of gratyi

_:vo._.,, z
fi ag_“w”_“: Mo: Hma&n in the accounts. As an auditor of D. Ltd., you plan o use the report of the saig
or provi

pert as audit evidence for ascertaining appropriate valuation of provisions. >.m an auditor, what Wil
mx_..aov% evaluate the competence, capabilities, objectivity and an understanding of the work of the
2 . . '
actuary-expert who I as carried out actuarial valuation of gratuity? [Sep'24]

Solution ; ;
As per SA 500, *Audit Evidence", issued by ICAT, when using the work of a management's expert s

, audit evidence the auditor should evaluate the competence, capabilities and objectivity of that expert
that: .
»  Whether the expert is employed by the entity or is an outside party.
,, o Whether the expert is independent in respect of the entity
» Auditor's previous experience of the work of the expert.

s Knowledge of the expert, his qualification, membership of a professional body or S%mm.vm
association, etc.

The auditor should also obtain an understanding of the work of that expert that:
¢ Whether the auditor has expertise to evaluate the work of the expert.

* Evaluating the assumptions and methods used by the management.

» Evaluating the nature of internal or external data used by the expert.

Question 9
From the auditing point of view

diatenotes

. the auditor should verify that a proper disclosure about SJ:SE

ilities is made in financial statements as required by AS 29. What type of disclosures should be Bm
for each class of contingent liability as at the balance sheet date? [MTP Mar-21]
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ription of the nature of the 83_83._ -
desc Fthe amount as per measuremeps v_._.s v_ /
M\} » uncertainty relating to Outfloy iple og

¢ any reimbursement, :

ion as required : &
A information q above is not g; Sclog
o*mm.

he auditors of alarge 3%53__1
property. Flan” and Equipment, (°PE) foniss Mew unit

5 cost of PPE. The junior audit team Members o
”mc_,.,n

he cost of PPE. Give examples of costs thy should not £,
10

9 COmpany, Ty o

" osts that are not costs of an item of property, Plant ad equipmes gg:
ening a new facility or business, such qs, inauguration costs: are:

: troducing a new product or service ezn__a:_m costs of oy ﬁwm__.mea.
{ xw.,.,.«.ww”

_s_&__m..

15 of conducting business in a new location or with a new clase of customen
i) cos

I Y, 5 3&

taff tpaining); @

) iministration and other general overhead costs.
i) 0

(Question 11 i
B Limited has invested huge sums of money on establishment of new Property, Plant and Equipmen
4ring the year under audit. They have incurred an amount of 2 5,70,000/- on dismantling of anold plent,
ich had become obsolete, so that a new plant can be set up af the existing location. The Auditorisin
tie process of verifying the cost incurred towards addition to Property, Plant and Equipment. What
fould be the accounting treatment of the amount spent on dismantling of old plant in the financial
fttements? Which elements of cost should be considered for valuing Property, _v_gﬂeamiﬁ.wﬁ
Sletion shuitd

Ut gyen ¢
"ot gng
&s_sn S
mm_g

. . ishment of new Property.
'fuation, I8 Limited has invested huge sums of money.on establis e

: : : t whi
JuiPment and incurred an amount of % 5,70,000 o dismantling of old plan

Othat new plant can be st up at the existing location
CA Shubhay, Keswani




20 Leary with

m_&,,?_...wgoma:o:a an asset should p, o R
I71e3 .:%m._a&o_.sm the site on which it is _o Urey
new Property, Plant and Equipment, Catey

o y

an item of property:
__+ duties and non-refund

plant and equipment comprises:
able purchase taxes, after dedyc;

OIS ANGIEos x o the asset fo the location and condition Necessapy ¢
o it attributable to bringing t on js
any costs directly aft intended by management.

oable of operating in the manner i ; i ; :
o be capa ._a,.om op 9 ¢ dismantling, removing the item and restoring the site op Wh
he initial estimate of the costs 0 ! ot liabilities . ich
it i cated, referred fo as decommissioning, restorafion and similar liabilities’, the obligatiy, fop

which an enterprise incurs either when the item is acquired or as a consequence of having use the
em during a particular period for purposes other than to produce invenfories during that peri, d

.r 2.25 auditor of _uo.m Ltd, which has spent Z 50 lakhs on Research activities of the product %1_.8

d under audit, Brard of Directors want fo recognize if as an internally generafed intangible assets

Advise and discuss the conditions necessary to be fulfilled fo recognize the intangible assets in the
inancial statements, [MTP Nov-20/Apr-23]

- Solution
No Intangible asset arising from research (or from the research phase of an internal project) shall be
recognised. Expenditure on research shall be recognised as an expense when it is incurred since in the
research phase of an internal project, an entity cannot demonstrate that an intangible asset exists that
will generate probable future economic benefits. Thus, board of directors of PQR Ltd cannot recognize
the expense as internally generated intangible asset.
An intangible asset shall be recognised if, and only if:
i) the said asset is identifiable; e
ii) the entity controls the assef i.e. the entity has the power to obtain the future economic benefifed

flowing from the underlying resource and to restrict the access of others to those benefits;
iii) it is probable that future economic benefits associated with the asset will flow to the entity;
iv) the cost of the item can be measured reliably.

eSS

ediaten

Question 13
CA Karan wants fo fest the "complefeness” assertion relating to intangible assets reflected in }m

financial statements of Data Solutions Private Limited. State audit procedures to be performed by CA==
Karan in this regard. [MTP Jan'25/Sep'22] D

\udit QB CA Shubham Keswani

3 =_o<n3g._. A= CIgIDIe ae.
 the will etc.) compiled by the e

nces: Tally the closing balanceg o :.noa
1?3«:8_ accuracy of the Movermen

he? _.
5 A Q Q 2 W =2 @
R cing The Peroc WICen it obtaiy s

| \,_\a_%aa ollowing procedures: £

pf a_a:_s +ial additions, verify whether sych o

P ot s per AS 26 Penitupg

o ° amw_a assef a5 P q " s

_w i that N° cos .8_3@ o researchliog from the ree,

G os intangible osser: Stae

I . P s L
: %ar:,.:« A tificate 2.. 38& or o?n_. Similap %n__aoa_a. L
9 (hec _ of Use of the intangible which coylq be linkeg i N ity
the m&. onomic use fo the entity, fop gl] aqqis: w.aae\ﬁ. n
&%:o:\ ec Itions tg intangie
ﬁ_. i
it. i Brrr i
aa_i hether the oaa_ﬁ_osm (acquisitions) haye been %v%&E

) ver! nether proper internal processes and procedyrec [iL-. efitys
Verify W i ; Cedures like invifing o v

) n tenders etc. were followed prior to finalizing the e §
M“M”a by festing those documents on a sample basis : Frocieing o

ol ation o deletions of infangible assets, understand from the man . &

i) ale for deletion and the manner of disposal. Obtqin the mana i :
0L n it | of the asset from its acti i mnagqeg.saam._..g ofe.
Luthoring disposal 0 i active use, <n.i<}8_.25?__%&?;_«%%. ;
assef, example inviting competitive quotes, tenders and the basis of 8_3_%2_.%8_& i
Verify that the management has accurately recorded the deletion of intangible asset (origial

accumulated amortization up to the date of disposal) and the resultant oai &
and ant gain/ loss on disposal in
the entity's books of account. o
Qestion 14 s gk i

The value of intangible assets may diminish due fo efflux of time, use and/or obsolescence. Tre
dninution of the value represents cost to the entity for earning revenue during a given period. Discuss
e audit procedures to be applied by the auditor to ensure that Intangible assefs have been valued

ropriately and as per generally accepted accounting policies and practices. (July-21]

Solution
The Valye of i
sam_._::oz ow t

tangible assets may diminish due to efflux of fime, &2 e_&% il
he value represents cost to the entity for earming revette %_:SHMHEE.._.
form of amortization is charged to the %S_sa.;m profif or °M <3
d'the values of intangible asset would be shown at higher amout'>

.___Wnom._. _.: +:m
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e aibl o Lc;,,.n Vil »
aftor shauld: ; harged amortization on all infangi <'a ass? S, \
v Verify that the umTY.has. ¢ othod used reflects the pattern in which the Qsset's futy,
v Verify that the amortization n:,nsumed by the en tity. (3 EQ%%
benefits are expected ?0‘:: ";Nh ether the management hes done.an impqipy,, oy,
" Shm:\ldthoel:oa::llmngible asset is impaired. For this purpose, the qqy
determine whe

ity has applied AS 28 - Impairment of Assefs fop determin
whether t:\: W::;ing amount of its intangible asset, defermining the recoyep,
reviewing the ca ;
asset fo determine impairment loss, if any.

Qﬂ X ::Zm to carry out the Tests of Controls for checking effectiveness of inte

is impol :
sales ospa part of the debtors' audit procedure. In above context, state the points Which peqq
considered in respect of trade receivables. [MTP IT May24]

rnﬂICOn

Solution . .
Ltis important to cary out Tests of Controls for checking the effectivene

Ss of intepnq control gy,
sales as a part of the debtors' audit procedure.

mediatenqiess

Only bona fide sales lead to trade receivables,
All such sales are made to approved customers.

All such sales are properly recorded in the books of accounts.
Once recorded, the debtors can be settled

Segregation of duties at every point in sqles fransaction, (
Payments, sending reminders et

()

Debtors are collected on time.
In case debtors are not col

9 reminders and faking legal actions if required.
Balances are. regularly reviewed.

A proper system of follow up exists and if Necessary, ade
made by Preparing adequate ageing schedyle of the debtons
Question 16

While auditing books of accounts of SO AR Ltd, you obse, d th
Invoice issued on 31.03.2022 has not been recq i B!
To ensure that q|| trade receijyqp

gnized in the books
the financiq| statements. How wil

at q
I you achieye the

le balances t,

stated objectier [Nov-22]

Audit QB CA Shubham Keswani

Shy
.or Needs ::" h
In R
i mqnnerlfy
able meUnto (i

0|0ver
1eb!

only by receipt of cash or on the authority of o
responsible official,

accounting for debtors, collecting the

quate provision for bad debt should be

at an amount due from a debtor for
of accounts. As an auditor, you wanf
e Supposed t be recorded have been recognizedin

H I ble: H r x,f,
P ,or; Trade Recle'::]lonces that were supposed to be recorded have been recognized in the financigl
Jre—" eivable
A je rec

S): The auditor needs to satisfy himself of the cut-offs,
i eﬁ' 0 MPLETENESS)

¢£ sales could be understated or overstated, hece there is a need to perform the
a cuf-oTt ;
ithou® rocedure: . :
wlnowing e Off. ; s issued during the last few days (last 5 days of the reporting year) ie, cut-off date
fo For the ‘“V: ICZ been included in the debtors; check that the goods should have been dispatchedand
o ich hav!
hich
and W ¥ ny:
: th the Company; ’ s ; :
not 1" : : t all goods dispatched prior to the period/ year-end have been invoiced andincluded in
tha 2
b. inzli:rs on a test check basis;
e

R g : -
hat no goods dispatched after the year-end have been invoiced and inclided in debfors fo
0
Ensure That 1t _
c. the period under audit. e
(a2 f‘:"‘!g

! imi 2023-24, During the audit
o 17‘ ted as stafutory auditor of Sigmaand Beta Limited for ﬂ‘le Z::;,-m,-a, i s
o de receivables amounting to ¥ 50 crores are reflected ;nd "o, recunemeivables i
he observed fra ts to obtain sufficient appropriate evidence fo concdu(;‘ et 5

S i i .

C°"‘P°n);' T wc:opric’rely Suggest few audit procedures in this regar
been valued app 5

o sy

Solution -,
1, Review the process followed by Co. &
' consistency comparison with the metho

i t
ing business environment.
e e receivable (both Dr/Cr balance).

I are with previous year-
IoiNan ar doubtful: discuss management about

for bad debts. Perform further testing

erive an allot nts. include a
e an allowance Toi doubtful accoul This will nclud
used ir he las year & a defermina on of wh ether melhod

is appropria counts
2. Obtain the ageing report of a¢

: tors under i
3. Also, obtain the list of deb fy those debtors which appe

lysis & identi =
4. Scrutinize the analysis &ide ed in provision

includ
btors are not in
hy these de
easons as fow

ility of
:dering the recoverabi
ist. . tes considering
where any disputes exst sions are made at appropriate ra
heck if provisi
5. He should ¢

> ff & compare
o debts written o )
due bts - Provision accounts & . i e
amounts due. ¢ movements of bad de t year in comparison o prior Y
chedule © les for curren
6. Prepare scne d debt expense to sal
tion of ba
propor
current expense &P
k that write-0 o
4 Chgcd of Directors in case of a company
Boar

pears reasonable.

ity i.e
opriate authority t.e.
ivable balances have been approved by an approp
ffs of receival

341
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Lean, W \. : git of 1tems of FS .
Au d by the company but lying with thi ;
g with third party. Advise the auditor on !

. urlg toys. The stock 'rukl"\s _PV‘OCCSTS has beep Yy c“-15" nies owne
Used!FLEC method for valuation of its i"VEr\‘ro,-done b "4 Lent® d to achieve this assurance. [MTP Sep'24]
i )

5 erforme
oot et realizable value of tp ;€% T o o
125, to

Ony, jon
by golu® rocedures 0 be followed by the statutory auditor of Zed Limited +
n to ensure that

dit :
AU +ories held by entity have been recorded in the financial statements and do not include ‘
do not include ¢

e ihat belong to third parties but does i i
e or 3 .— oes include inventories owned by the entity and lyi
| o - B enroryotbe . o third party are o8 under: . ty and ly
.‘(3)“Abnal‘mﬂ| wastag advice in arriving at ” 3 shown in th perform analyfical procedures (comparison tests with indust :
- The management sl Yourwhat should be the value of inventory in accordance with ASQ: i iy ; analysis: efc.). et
’smmhems o sl ? [MQYQQ] __ compute inventory turnover ratio (COGS/ average invent: s
__ perform vertical analysis (inventory/ total assets) e

__ Compare budgetary expectations vis-a-vis actuals
Examine non-financial information related to inventory, such as weights and other measurement:
perform purchase and sales cut-off tests. Trace shipping documents (bills of lading und_recéjving'i &

Solution be recognized at the lower of cost and net realizqp|
e

to
3 TInventory: Inventory
Value o tories, Further, any costs that could not be reasonably allocat Alue iy 4
ed t, 1

accordance with AS 2 - Inven' b % + d any abn |
: | and administrative €os s) and any abnormal wastage have p, . "
cost of production (e.g. 9enerd " ; ; €en ex i
from the cost of inve ntory. An acceptable valuation basis (e-g. FIFO, Weighted average etc)) th:ded reports; warehouse records, and inventory records) fo accounting records immediately before and
eep after year-end.
tests for invalid

the period—end.
With respect to tagged inventory. perform tests for omitted transactions and

used to value inventory as at
- - ; e ‘
AT : ugglo - d@.ﬂ’r‘ valuatign of its inventories. Furth transacfions.
ine_ z![nIBt(! m 4'-5 Irl 5@ F‘E[@ @aﬂaurc}msg o Ef‘f, Cost of . Verify the clerical and arithmetical accuracy of inventory listings.
25,05,000, allocated cost of fransport of rupees 18,000 and abnormal wastage of rupees 2 Ogo i . Reconcile physical inventory amounts with perpetual records.
o Reconcile physical counts with ledger control totals:

ransporters,

Net realizable value of said inventory is X 25,24,000.
. Reconcile inventories which belong to client but are held with third parfies like

In view of provisions of AS 2, cost allocated to transport for inventory is relati warehouses, port authorities etc.
% in inai X ; 5 *
inventory to the location, thus it will be added in cost of material. However, abnormal \,?, to bringing the . Goods received ona consignment basis have been properly segregated from other items of inventory.
2000 should be excluded from cost of inventory. g astage of rupees

Question 20 E

a company engaged in manufacturing of chemicals, CA Gopika

£ JAL Limited,
is expected to have material work-in-progr

ocedures to verify existence and valuation assertions for work-in-progress.

Being stafufory auditor o
ess as on 31st March, 2024.

us, cost of inven ory wi = =
will be % 25,25,0
Thi st T £ ,000 - 2 2,000 25,23,000 upees and Net realizable valieo as und X

inventory is ¥ 25,24,000.
State few audit pr!
For valuation in accordance with AS 2 -
considered. Accordingly, z 25,23 000 folb InVe”LOr‘y". lower of cost and net realizable value willbe Solution
,23 e considered as value of i i . :
invento i i i B . A ‘ | -

x ry in the given situation. R inventory count in accordance with SA 501 and understand how work in progress is arrive

Zed Limited is e
ngaged in th " at. i in thi
B e manufacturing and export of sh . Evaluate work of management expert, if any, in this regard.
shoes. The statutory auditor of the compet

ly ensure that only the in

ventori : Y
mpa esre . 7
Pany and do not inclyq corded in the financial statements are exclushel

owned by the co
e any i :
any inventories that belong to third parties buf includes

Audit QBCA §
hubham 5
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value additions are measured qng . =,
¢
jmates. .
1f overheads are included, L
\ k

with the available costing qnq l:“\e \
'"“"ti V]
o], )

wastage factors.

itor for valuation (assertion) of Ry %
Misheg
g

hed goods and goods for resale

2on of fini :
e for valuation of Juded, how these have been established and ensure thyy N

imdwhatcos?sm'f'cd based on normal costs and appear reasonable in .»e:‘e?\,e ’h%
raft financial statements. ation 4,
Erare that inventories are valued at net realizable value if they are likely to fetchq k
Emr@r cost. For any such items, also verify if the relevant semi/ partly prosseees invl:l :
‘ Orieg

UNEHIEISNOIESS. v s,

value of such items. For the purpose, request the client to provide inventory ageing split by

Jess than 30 days, 30-60 days old, 60-90 days old, 90-180 days old, 180-385 days old and o

i 365 days old (refer screenshot below).

> Follow up any inventories which at time of observance of physical counting were noted o
damaged or obsolete. g

> Compare recorded costs with replacement costs. Examine vendor price lists to determine f

recorded cost is less than current prices.

s

D O

? Calculate inventory furnover ratio. Obsolete inventory may be revealed if ratio is significantlylome
> Inmunufad'l..lrmg environments, fest overhead allocation rates and ensure that only direct b
direct material and overhead have been included.
7 Verify the icati
ify the correct application of lower-of-cost-or-net realizable value principles.

Qustn 2

During the audit of Rapid Industri
& consumables qnq work-in-
.s’!a‘l'emerns of the comp
mvurfones have been yqyeq appropriate| B¢
Prctces Howshuig . Mgy 7 €ly and as per generally accepted accounting polict

0 verify the above? [May'23]
At QB CA Shubham Ky

r esPrivate Linited, CA Akshat notices that inventories of rau e
. : a8
Progress amounting 2 2.50 crores and 2 0,25 crores appear in the e

yIU:aw qterials and consu ables: :
fo ,\scel‘mi" what elements of cost are included e.q
.

as ¢
any as on March 31st, 2024. He wants to verify that the ubove-mznhonad

;i Audit of Ttems Of FS
|0

NN R e

. carriage inward, non
1f standard costs are used, enquire into basis of standards; how these are ¢
o and how variances are analysed and accounted for/ treated untir
Test check cost prices used with purchase invoices received in ‘ﬂie rrionth(ﬁ)p
Follow UP valuation of all damaged or obsolete inventorigs'nofé&» diringot
counting with a view to establishing a realistic net realizable value g

For Work in Progress: [Discussed in Q14]

Qucsfion 23
A significant and important audit activity s to contact banks/ financial institution
them o confirm the amounts held in current accounts, deposit accounts, 'EE'FC"‘&:

accounts, efc. as at the end of the reporting period under audit. Explain the audit pro
context. [RTP Nov-20] A

Solution
Direct confirmation procedure 3
. Asignificant and important audit activity is fo contact banks/ financial institutions directly and
them to confirm the amounts held in current accounts, deposit accounts, EEFC account, casher (
accounts, restrictive use accounts like dividend, escrow accounts as of the end of the in
period under audit. This should necessarily be done for all account balances as af the period-end.
«  The Company should be asked to investigate and reconcile the discrepancies, if any, including seeking
written explanations/ clarifications from the banks/ financial institutions on any unresolved queries.

+ The auditor should emphasize for confirmation of 100% of bank account balances.

In remote situations, where no reply is received, the auditor should perform additional testing regarding
the balances.
This testing could include:
v Agreeing the balance fo bank statement received by the Company or internet/ online login fo account
in auditor's personal presence:
v Sending the audit team member to the bank branch along with the entity's personal to obtain balance
confirmation from the bank directly.

Question 24 :
While verifying cash and cash equivalents of a company, CA D engagement partner, is very particular

+hat Bank reconciliation statement (BRS) prepared by the management in respect of bank account
mammined by the company is proper to rule out misstatements in cash and cash equivalents reflected in
the financial statements of the company. The company does not use net banking and prefers to issue

am Keswani




the authorized personnel so that helf
iy

pank confirmation/ statement.

L . uded under cheques issued by .
9 Jed i f account. In additi Mesent f
.rg Pﬂ[‘f Of books 0 ' ' on, ﬂ\e qudito ’ °", g
od and should verify if the cheques | SSteq "sh«:u(t;f"i &
Qi "t

here cheques have become stale j ¢, 3 momve Sllg, '

t appear in the BRS and shoy|q instequ op "‘“,.‘
© tol,

b%f‘:

' Cl‘edited \'
if The bolcncbﬂ“

following: -
‘book 1’0»”“

’ubuqumf pﬂ‘l

Forall cases W
£ hould no

i ylrw)“‘iling items included under cheques deposited by not
;:;( deposit S1ipS, duly acknowledged by bank and verifying
lying to the bank statement of Subsequens o iy,

red beyond reasonable fime, the auditor Shou:.:’d‘ Fow
ont and in case such explanations are found t pe Unsqt; ey
tion related to such parties was in orden q

s from the marage :
shauld verify the revenue recogni

g et
T, ‘ material reco! cﬁgﬂrlﬁltﬁ mgtﬁ.ashﬂrges debiteq/ cred, dy

but not accounted for by requesting for bank statements for the period undep audit and g
¢ same. If the amounts are found to be material, the auditor should ensure that the mqmn
records the adjustments for the same in its books of account. -

Sactyy |
nduspu |

e the audit procedures to be performed as an auditor for valuation (assertion) of Loonsed
Advarices and other current assets, [MTP May-20]

Solution
i ;

‘Mdf': dit procedure. for valuation of Loans and Advances and other current assets
¢ Assess the allowance for doubtful acc

anallowance for doubtful ace
_infhclanyw,andadef
* business environment,

lefain the ageing report of loang
days ofd, 60180 days old, 10.3
and advanceg g, litigati

 Shubhary Keswani

ounts. Review the process followed by the Companyfod#
ounts. This will include a consistency comparison with the method“f"
érmination of whether the method is appropriate for the it

s
il

and advances, split between not currently due, 3099% fhelt

65 days old ang more than 365 days old. Also: s
onand compare with previous year.

o ' crutinize the analysis and identify thoge

’
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managemen’r their reasons, if any of
recoverable; Perform further testing uhere any gisnu
the adequacy of the bad and doubtfy| 'Wﬂs/advamps es
pssess bad loans/ advanices write-offs. PNEal;e schedule of
provision Accounts and loans/ advances ";‘iﬂen;f i we..o .
Check that write-offs or other reductions in the ;'ccoverabl ba
appropriate and authorised member of senior g :
finance director. ‘
Check that the restatement of foreign cyrr
done properly.

loars/ ada

nagement, for example 1

ency loans and ddi?dn;&s oﬂ‘:

Question 26
ivate Limited is ST :

WTE Priva 15 engaged in business of manufacturing a product liable to 6S°

raw materials for manufacturing this product are liable to GST @ 12% and 18%. As

of financial year, ITC on inputs amounting to 2 60 lacs is accumulated in Elect

and classified in balance sheet of company? State few audit procedures fo be perfor
verification of abovesaid balance. [MTP May'24] :

Solution
In the given situation, 2 60 lacs is accumulated in Electronic credit ledger of WTE Privat
finished product is liable to lower GST rate whereas input raw materials for manufacturing
6ST rate. Tt is refundable to company by virtue of provisions of ST law. The above 8 balance wo
reflected and classified under current assets. Within current assets, it would be classified into *Othe:

P A%

Vi

current assets".

Few audit procedures to be performed for verification of above balance are: g
Tn relation to balances with statutory authorities like GST input credit, prepare a reasonability
analysis with respect fo purchases by applying the applicable rate to the purchases and in case of
any variance with the asset recorded by the entity, reasons for variance should be requested from
the entity.
Obtain copies of stafutory GST returns filed on GST portal.
In case refundable amount as on balance sheet date is still outstanding, verify whether the amoun
recorded as per books of account tallies with the claim made with the authorities subsequently b
going 10 GST portal.
refundable amount as on balance sheet date is received subsequently, verify it from Bas

Tn case
statement.

Keswani



ydit of Items of FS
)’S;m are the rate of sales affected,

R . ’:’. R
found a considerable increqse ;, ‘
-1 J
'whe’fh“r they were properly vqut'hor"ized'_”n_~ &

'i,“’"saiés have been recorded by tp,,

: o, !
o be undertaken by the auditqp, fo en: “ny,to ; & m's lengfh.
g the Pgriod is not oversfated> [ Tuly-pq *Uf'g gt or
o 4ion 29 @ »: : ;
uiitor of ABC L1 il cuiing s firecil totenents ants to enur whet
ording sales has been made as required under Sl e,

“hd sclosure requirements, [MTP Mar-21]
5

Jution 7 v
i relevant entries in sales journal , jVoi'rh respect fo sales of the client entity, the audtor s required 1o e
fow invoices with the s foensire genuineness of sales transqcy; ; disclosures as required under Schedule ITT (Part 1) o Companies Act, 2013
¢iemation from few custo ' sls have been recar itk lon n . Whether disclosure of sales in respect of each claés of good; oy
i< customers ﬂ"iﬂmwr the consent and agreement of the B « Whether revenue from operations is disclosed Sepetstel T 2l
any shipments were do?:sv;igure Ustomep .o v Sale of products (including excise duty) v
year end +o inflate the sa o v Sale of servic.es e
er unearned revenue recor v Other operating reventes.

ortainty exists about collectability

g \‘{ o
4 ; : o Whether brokerage and discount on sales other than usual trade discount |
ntingent on other actions (financing, resq|e efc)

Whether cusfomer RIS i o Whether the transactions with related parties are appropriately disclosed in
@intermediatenotess N

Questo 28 , i ——— : =
While checking sales of the client, the auditor as fo ensure that all sales are accurately measu,‘,;" As a Statutory Auditor of the company list out audit procedure required to-bf" u
per applicable accounting standards and correctly journalized, summarized, and poste, Explaint ¢
procedures fo ensure the same. [MTP Nov-22]

.thfhei"W <ubstantial unc

recognition of following other income:

| i, Interest income from fixed deposit

{ ii. Dividend income

I iii. Gain/(loss) on sale of investment in mutual funds. [Jan-21]

) v !

heags

Solution

While checking sales of the client, the auditor has to ensure that all sales are accurately meastrede
per applicable accounting standards and correctly journalized, summarized, and posted. The audiforca 2o g
perform the following procedures to ensure the same. Statutory auditor
in the question:

(1) Interest income on fix
<tanding and the applicable inferest rate.

would perform the following audit procedure for recognition of different items given

s Trace a fey fransactions from inception o completion, (Examination in depth)
Eqg' Take few sales fransaction, and check
receivable balance, every undep|

ed deposits is recognized on a time proportion basis taking info account the
from the receipt of sales order to the paymetté
ying document to ensure if it is o
; properly recorded at every sl e - !
Ng info consideration all the incentives, discounts, if an. ™  (2) Dividends arereco nised in the statement of profit and loss only when:

ity's ri i he dividend is established;
0 the reveny i 5 s o the entity's right to receive payment of < . s
rt sales ‘rhe: rec°9!r1'f'°n b ey :,)) it is probable that the economic benefits associated with the dividend will flow to the entity: and
« hen compliance with AS 11 shall be ensured.

a nt's operations qnd related GAAP issues e.g. point of it
9e of completion, whereyer applicable,

amount ouf
and measured accurately faki

recognition shall be according 1

* If the client is engaged in expo,

* Auditor myst understand clie

jif) the amount of the dividend can be measured reliably.
recognition vs, percens

A Shubham Keswani 349
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: gary, Crtered AC "““5“7““'7’%0:';”» ,
20.CAY, poioerof XYL & Company, as 60King ofter the cudt of o, %%

mdmwwfm W“. Asa Sfcfu?ory AUdl'Yor;m,

SRS
odd e,

A, gartons of 177 4 Conpany, o cary ot e following it procssice for vertying o,

the arithmetical accuracy of Yee interest calcdotion made by the entity by recomputing ;, |
e thed amouat with the applicable rate and number of doys during the perigg u,ﬂ: ;
m M aar

oudd
P . . r
’ Emte?s ¢ ¥o the direct confirmationg
IR METIT ST

ObAain @ confirmetion of interpst income from ¥
ancﬂawwmummmwbyw
Alsn, 9bAgin o copy of Form 26
Koz icterest roflorted thorsi

he bariv and verify that the interest incoms as
entity

AS(TDS witninolding by the badk/ financial inst
0 %9 ¥02 calculotion sharzd by clieat

per

-

fution) and reconcils

Cuestion 22
7Y and Associetes arse audiors of POP 114, which provi
PUrchoses are huge aad the Auditor wants 19 male sure
ar2 recorded and Yosre is gy understotement or oypret
performed procedures live ot-off tests, correcs V:
represemetions and performing andlytical 3
92 gerformed 19 gorain aud

des electrical components on project

that all ¥he purchages made duriry

basis,
g The
atement. For this purpose the
eotment of

audrt fea
90045 in transit, gbtaini
procedures

Whnat are 1he andlytical proc
R cal pro:
1t evidence ag 1¢

cedures r
overdll reasonablensss

5 of purchase quantity and price?

Lolution
Auditor needs 49 perform andlytical procedures 19 oA
purchose Quardity and price which moy include

) & S
) msungtion fudysis Audtor shodd serutinize

9LoU 9nd compare toe o

=

[RTP Mhay-23 + Mey'24]

a0 a
audit evidence s 14 overall reasonablences

of

row materic as
2 as per m’)nu‘qctur‘ng
sk for

UL WS preyvious V&

2ars with cloging stock and .
management if any significant variations found

the rene

ons from

AR C A Shsblasn Leswran

income on fized deposits of ABC Linited: k- ] 7 u;y
& k 4 of fined deposins opened during the period under cudr' along with the OPplicgsy, ’Q ”mfﬂY' Er.npupp,nses in respect
" erest rucnd the s of doys for whic th depoit wes ot stonding uring the perog v, 7 e b rized davs e ren

’ ” enses re¢eog
WA oz veneft 2

xpense nos been messured] claissd
eon correctly reconciied oid s

: it
oz ben?t
P ot source have D

n 34
B ion and amorfisaTion : 5 dic
y ct on
d have direc? 1Impa s g
O .. while verifying Depreciation and armorriscrion oz T2
1eds 19 consider while
& . riributes while veriyig Zr degrectin
nsider the following ai¥
Juditor nezds Yo €O 2 "
Womm she understanding of entiys accounting W“D{'ﬁ:f - s -
. g ungersic g9 z 5 :
s Ensure the Company policy for CW?@'AT : P 1
provisions of Companies Act/ app cable ﬂﬁ«t:’m;:m_ ”_ ww’_ﬁ :
» Whether the depreciation has been calculaT oy ;
cost of the assets g S
- - m‘; ;
s Whether depreciation and amortisaf lyoﬂ 3@‘5‘9"5” MMM
* Whether depreciation and amortisation =
ortisation charges

* Whether oll depreciation and om  each item o
* Ensure the parts (components) o ident?
depreciated separately have been P
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e for tely depreci Lei Withy,
thod for each separately depreciable COMpop Fy,
e nt

— ’ 1
Sﬁg | > bk 2
account of an organization shows various types of expenses like rent, poyen a
, - maintenance, Insurance, travelling, miscellaneous expenses etc., that are essentiq
i-unning of business operations, What are the attributes that an auditor generally

Prefe
or vouching these types of expenses? [Dec-21 +MTP Oct-21 + Nov-22] s

A7

on
Attributes to be preferred for vouching other expenses:
 While the auditor may choose to analyse the monthly trends for expenses like rent, power ang fuel, gy
‘auditor generally prefers to vouch for other expenses to verify following attributes:
i) Whether the expenditure pertained to current period under audit;
i) Whether the expenditure qualified as a revenue and not capital expenditure;
iii) Whether the expenditure had a valid supporting documents like travel tickets, insurance policy
third party invoice etc.; !
iv) Whether the expenditure has been classified under the correct expense head;
V). Whether the expenditure was authorised as per the delegation of authority matrix;

H 2 - - 4 i .
v@tlmerime@fﬁmateggf a personal expenditure,
Question 36
The auditor may choose to analyse the monthly trend for Power & Fuel ex
will be performed by the auditor [MTP Nov-21]

pense. Explain how this analysis

Solution

Power and fuel expense -

Obtain a month wise expense schedule along with the power bills,
Verify if expense has been recorded for qf| 12 months.
Also, compile a month wise summary of power units consumec
arithmetical accuracy of the bill raised on monthly basis,

1 and the applicable rate and check the

I.n relaﬁon 1o the units consumed, analyse the monthly power units consumed by linking it to units of
finished goods produced and investigate reasons for variance in monthly trends.

Question 37

Explain how you would verify rent expense incurred by a Company. [MTP Nov-22]

Solution
Rent expense can be verified by:

Audit QB CA Shubham Keswani

8%
nd fl.leA '

11,‘ og[tc“;:l ;h Msg expense Séﬁéddle:l"
/ﬁ‘ﬁi“‘"g-: oxpense has been recorded fongij1p
i ffyiﬂg ' reement.

2 0F|Yingc;fic consideration fo the escalation jg
i (4

il P,,o pe recorded onast "ﬂ_i9|'1'rline‘basis duri
. rm”i“d. ing if he agTeement s n the nae oy
507 ver! ced for running business operations of the.
: Prf«"‘isesu ,

vt

38 d fes;sioﬁa| i
oetion “ e legal and pro 5 e
2 ifying : ‘
i 1 rP"'form? (MTP Mar-23) 1528
dito

o
5.,|u1i0" ying legal and professional expenses of client company, audit,

eri

TREoH
r month-wise and consultant-wise summary,
i a . . A

< al b monthly retainership agreements, verify whether the

cas
In e ecorded correctly. : ,
bee - recurring expenses, select a sample and vouch for the aftributes d
For non-

ditor should be cautious while vouching for legal expenses as the same may highl
Aud! ontity may not have made any provision and matter may also rot have |
ditor for his specific consideration

whiCh
high“ghted fo au

jon 39 o
Quzstl:"emerprises Private Limited has incurred and fully spent for the fi
Pruden’

ibility (CSR) expenditure amounting to 2 14,50 lacs in pursuance to provisions of section 135 of
si
ReSPo". s Act, 2013. The expenditure was spent for women empowmnul’f programmes  through an
e : lated party). As per law provisions, it was required o spend % 1400 lacs
ormation is required fo be disclosed in accordance with
in financi he company-

Act, 2013 in financial statements of

: [MTP-1 May’ 24/23 + May-22]

implementing agency (not a re -
during the year. Discuss how such inf
requirements of Schedule IIT to the Companies

Solution :
- B i be discl
In the given situation, following information is required fo

to Schedule ITT to the Companies Act, 2013:

Details

amount required to be spe

osed in accordance with requirements

nt by the company during the year

amount of expenditure incurred

shortfall at the end of the year

total of previous years shortfall

Audit QB CA Shubham Keswani




8 L i
i T 2 NA camw“hp

'l'vlﬂc's. ~ Women empowerment activities through

Tg:Lcyparty transactions, e.g,, contribution to a frust | NIL
a ‘ : 1,

trolled br;tifhe company in relation fo CSR expenditure as per

éwﬁf:Accounflng Standard : ; ’

here a provision is made with respect to aliability mcur‘r?d by er‘lfer'l:g NIL

nto a contractual obligation, the movements in the provision during the

year should be shown separately

- Proceedings hae been initiated vagaihsf False Limited for holding benami property under the
Transactions (Prohibition) Act, 1988 (45 of 1988) and the rules made fher‘eunder, bLfT such prg
not recorded in books of accounts, As a consultant to the company, what w‘l” you advice to the
as far as disclosure requirements are concerned in relation to said proceedings? [May-22 +MTp

Benan
Perty s
C°"\Puny
May-22)
Solution

Disclosure in case of Benami Properties held by the Company: Where any proceedings have been initiated
or pending against the company for holding any benami property under the Benami Transactions
(Prohibiti n)sAct, 1988 (45 of 1988) andjthe rulas made fhﬁurdé ggmpany shall disclose the
@ nteredratsn

a. DEtaifs of such property, including year of acquisition,

b. Amount thereof,

¢. Details of Beneficiaries,

d. If propenty is not in the books, then the fact shall be stated with reasons,

e. Where there are proceedings against the company under this law as an abetter of the transaction

or as the transferor, then the details shall be provided,
f. Nature of proceedings, status of same and co

mpany’'s view on same.

t profit ratio

L QB CA Shubham Keswani

e
0”4
ﬁfﬂm

ftems Ok

givo! ‘ o
. question doesnt meet reqy;

! 1
n mpany shall oy
o 9V sires that the Compapy expjuln‘ it 4
arr Further explanation for any change ji, ratio
g,
rofl®

has nof explained the items includeg in Wor‘
Co. eratop

f ple,
1 o 10

g

d above there is change in inventory furnover ratio, trade receivables
TeCRdD et

io by more than 25% as compared fo preceding year, Therefore, explanations
'noso to be provided where there are changes by more than 25% as compared

s calCuk“
t rofit ra

panges have ¢!
Ci

Yz(ll‘.
Question 42 £ the Companies Act, 2013 prescribes disclosure of certain r&hososoptrtof A 3
schedule HII : rmation. Mention any 3 ratios thaf should be disclosed along with the Rules relating
afory Into g

| : :
:‘esgcliosure of these ratios. [Sep24]
.

i B Schedule TiT of the
Solution £ Ratios as a part of Additional Regulatory Information s per
Disclosure o

Companies Act 2013 and ifs Rules relating to disclosure are:
Current Rafio,

Debt-Equity Ratio,

Debt Service Coverage Ratio,

. Return on Equity Ratio,

. Inventory turnover ratio,

. Trade Receivables turnover rafio,

- Trade payables turnover ratio,

. Net capital turnover ratio,

. Net profit ratio,

10.Return on Capital employed, v
1L Return on investment.

=
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2 by

hange in the ratio by more than 25% ag ¢,

during the F.y. 2021-202; ang LY
What disclosure requirements are prescribed for such TYPe of trqng Eneq
k act,

iong

mpany has traded or invested in Crypto curren

llowing shall be disclosed:-

" loss on fransactions involving Crypto currency or Virtual Currency
currency held as at the reporting date,

eposits or advances from any person for the

cy or Virtual Currency during the financiq
o

purpose of frading or investing in Crypto Curren oy/

: gjdaih§lﬂfgmter§ fosr )§r 2023-24,

The financial statements and notes to accounts sho

w following information and disclosure in respect of
trade receivables of the company: -

240,00

ngs for following periods from due dat

e of payment
Particulars 1-2years | 2-3years | More than 3 Tosaly
2 year years
WSME 30.00 10.00 XXX 190.00
Dthers 40.00 XXX XXX XXX 40.00
isputed dues- | XXX XXX XXX XXX XXX
ISME
sputed  dues- XXX | xxx Xxx [1000
thers

| QB CA Shubham Keswani

- ables are o be categorised info undisputed un‘d‘disputéd’?rqde-ngc
Trade Ll 4 trade receivables considered good 1k RACKS
(©) 3 Undispute +rade receivables considered doubtful
. Undisputed de receivables considered good
, DispuT ed|iT¢ receivables considered doubtful

DisPuTed trade

be reflected for each of above categories in respect of outstandings for 1
s to Y

due date of payment
han 6 months

WA
eriods from
. forless?
b mon’ﬂ’\S’1 year
152 year‘s
S Siyears
more than 3 years

Following information is also required fo be disclosed: -
shall be sub-classified as:

()
Trade receivables
a) Secured, considered good

b) Unsecured, considered good
¢) Doubtful.
i levant heads separately.
(6) Allowance for bad and doubtful debts shall be disclosed under the releva

(7) Debts due by
s directors or other officers o
other person or

Joi ith
h pany or any of them either severally or jointly W
f the com|

Audit QB oA Shubham Keswani



B il

of FS

Beeio the following borrowers during the financial year 2023-24 Mr. B an .
5 4B ¥ ; . ;
S or private companies r espectively in which any director is o partner q Leary With be o,w |:ce regarding additional regulatory information required o be provided tnceg
member should be Separately stated, R direct,, :“" ur guide 5 < =
rq 2013 Maximum Loan granted during \ Outstanding Loan
7 the year 2023-2024 (R in Lakh) | 31/03/2024 Z in Lakh)

Drovm Shoes Private Limited was established in year 2022-23 for munufucturing of foot \ =
-‘m negded to carry on its business activities - including for purchase of different Wear, ag funds ‘ =
JMur‘rmg of regular expenses like power and fuel and Payment of wages etc., it had i mmer"'t:ls \ = j
credit facility amounting to 2 2 crores repayable on demand from a bank against primq, = Saru:f.oned *; \ = j
current assets and collateral security of residential house of one of its directors. Duly Z Security ¢ its l 25 j
documents by directors in favour of bank also form part of bank's loan documenmfnon g guummee l 120 ‘
Account statement of above facility downloaded from bank's website shows debit i:qlq Weres
;l‘o::s as on :lsf March, 2023. The operations in above credit facility are satisfactory. Nce of 3 185

N this regard: - g . oans or Advances in
i) Identify nomenclature of such credit facility given by banks. How would above amq + 7 requirements, followlr\g S Shotii::?;::z:i?‘;zs (as defined under

crores be reflected and classified in financial statements of €ompany as on 31.3 23> H0¥aofy 185 s“w:-,‘qionﬂ‘ ragulﬂ’m"y ranfed to promofers, Do that are:
ii) Also state specific disclosure requirements of Schedule ITT of Companies Ac-? '20'13 ¥ reof loo® e 9. her severally or jointly e a5 0 :
above. [RTP May'24] . s ationirs *‘mﬂf Act, 2013)) eithe
lrjble on demand or

Solution :

I ! lﬁ& @ eriod of repayment. -
. (‘)ﬂw i e in the nature | Percentage to the total Loans an
| ' | tﬁSS Wmhom . i i Advances in the nature of loans
'l f ' f FT] anks to meet working capitq| mcof Borrowe! e Ty .
SWHiCK'ar&Ttepayable on demand are known as e { of lo (% in Lakhs)
" | 12.5% =15/120 X 100

ash credit chllntws/ov.;rrirof?"

!
Amount of 21.85 crores outstandin,

promoter) DS | 20.833% =25/120 X 100
9 as on 31.3.23 reflects borrowings of Co. and classified as “short y([)irac?or) TN (EAT6 7055/ 1200 Y
term borrowings” as loans repayable on demand from banks under current liabilities in balance sheet 7(KMP) T S R | 8.:333% =10/120 S
Co. Borrowings shall further be. subclassified as secured.

R —— Rk B o
A(Related Pﬂrw)il(l — =
algcarec varty)

ii) Specific disclosure requirements of shor

2013 in given situation are as under: -

2 « jor not a Worrier
T-term borrowings under Schedule TIT to Companies Act Be a Warri

Nature of security i.e. primary security of current assets & collateral security of residential house

belonging to a director shall be specified.

-

As loans have been guaranteed by directors, aggregate amount of such loans shall be disc

losed.
To be disclosed as Additional Regulatory Information

Since Co. has borrowings from bank on basis of security of current assets, it shall also disclose following: -

a) whether quarterly returns or statements of current assets filed by Co. with banks or financial
institutions in agreement with books of accounts. ;

b) if not, summary of reconciliation & reasons of material discrepancies, if any to be adequately
disclosed.

3 Augi YA
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1

mated software that interest @ 12% b
yment withina month of a sales transaction,
a,ccﬁtdfﬂ"P"“d' software has fuiled' to charge interest %‘
of.'nbovc‘situaﬂon fall in domain of internal auditop's WOP"R:?Q'

udes responsibility for reviewing controls, evalyqy;

o improvements thereto. I the given case, internal auditor hqg foung y

. b fm have not opgmfed. The system has not levied stipulateq 0
relating 1o 'lw? gy result in loss of income for the company and improper Freads

e Jls in the domain of reporting by internal auditor, Clal

of intenal auditor inc "9 theip

ation, ond

CA Sukesh is externil auditor of an entity. natith _
She entity. However, he finds that internal auditor is not reporting directly to higher echelons of the
ml;\t CA Sd\‘d\ has also assessed risk of material misstatement to be high. Discuss, Whethepis

@imetmednatsnotess”

In the given case, the organizational status of internal audit function is not commensurate with his
duties. He is ot reporting directly 1o higher echelons of management. It shows that such a function is
mot given its doe importance in entity. Since risk of material misstatements has also been assesseq x
high by CA Sukesh, both the above factors suggest that he should not rely upon work of internal auditop
extensively.

MCQs
1. Which of the following is net one of functions of internal auditor of an organization?
(2) Performing essurance activities
.(n\ W consulting activities to improve governance of organization
(2) Performing risk mamagement activities
() Sxpressing independent epinion on Financial statements of onganization

Axndit Q8 CA Shubinam Keswani

o Jution

'ngsﬁon 2

He comes to know that there is also an internq| audi;;:s
in

e external auditor shall not use t
Jetermines that: _ t ety
The function's organizational status and rele;
the objectivity of internal auditors;
p) The function lacks sufficient competence; or

o) The function does not apply a systematic and discplined oo ey

M/sPSR& Associates are the auditors of The Sqtu p_el, ,achainof  ho
of their business is prone to frauds, the company has ﬂPPOfMJi}I}&‘m‘ aud
The company has also devised a system of effective and efficient lmecml
PSR & Associates, want to use the work of the internal auditors, In orderto e
kind of coordination should be there between the external auditor and the.

Solution A
As per SA 610, “Using the Work of Internal Auditors®, coordination between the
the internal audit function is effective when, for example; :

i) Discussions take place at appropriate intervals throughout the period.

i) The external auditor informs the internal audit function of significant matters that may
function.

iii) The external auditor is advised of and has access to relevant reports of the internal audit f
and is informed of any significant matters that come to the attention of the function when such.
matters may affect the work of the external auditor so that the external auditor is able to considen
the implications of such matters for the audit engagement.

Question 3 o j'?zﬁ

CA Mukul is the external auditor of Beige Ltd., a lange company, engaged in the manufacturing of fast-

moving consumer (FMCE) goods. After assessing the internal cudit function of the company, CA Mukul
decided to use the internal auditor of the company to provide direct essistance. In this context, what
is meant by direct assistance under relevant Standard on Auditing? Also comment whether prior fo using

internal auditor for direct assistance for the purpose of cudit, CA Mukul is required to obtein any written

agreements or not. Give examples of procedures in which CA Mukul shall not use an internal cuditor to

provide direct assistence. [RTP Jan25]

QB CA Shubham Keswani 361
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sl

Auditor”, direct assistance refers to the yse of i

supervision and review of the extepp qu;:ﬂdl
o,

dures under the direction,

auditors fo provide direct assistance for purposes of the audit, cA Muku|, 5
nal aud

‘SF"" >r.nent from an authorized representafive .of the entity that the imewl
% "'J::“ ¢lIgl:::d"to follow the external auditor's lnstrucﬂor:s, Zn:j Thafdfhe entity i
itors will be al e o
; in the work the internal auditor performs for the externa . -
s | auditors that they will keep: confidentiq| pecifi

- Obtai n agreement from the inferna . .
Ob::m v;:l::trucied by the external auditor and inform the external auditor of any threqt 4 thelh
‘mattersasi

objectivity.

xamples of procedures in which CA Mukul shall not use internal auditor to provide direct assistance 1o
him are: - : e

a. Procedures which involve making significant judgments m'f e audit; :

b. Procedures relat ng o higher assessed risks of matenial misstatement where the judgment required
in performing the relevant audit procedures or evaluating the audit evidence gathered is more than
limited.

. f N ; r Aqye, been involved and which hqs
@irtermediaterotess

audit function; or

I "Of

d. Procedures relating to decisions the external auditor makes in accordance with this SA regarding
the internal audit function and the use of its work or direct assistance.

Question 4
CA Z is appointed as statutory auditor of BETA Private Limited for the year 2023-24. There exists an
internal audit function in the company headed by its Chief Internal Auditor, CA K. Valuation of trade

receivables of company is assessed as area of higher risk by statutory auditor. He wants to take direct
assistance of Chief Internal Auditor in respect of above matter.

Discuss along with reasons whether it would be proper for statutory auditor to: -
i) assign checking of accuracy of aging of trade receivables to Chief Internal Auditor?
ii) assign evaluation of adequacy of provision based on aging of trade receivables to Chief Internal

Auditor? [MTP I May'24]
Solution

In accordance with SA 610, the external auditor shall not use internal auditors to provide direct
assistance to perform procedures that relate to higher assessed risks of material misstatement where

g ShUbhaL___—ﬁx

'

» paternal Audit & SA 610
) %Lgment required in perfopm
red is more than limited,

gt o
1 he given situation, valuation of trade
I"df.*or. Judgment required in checking of
qudi enal auditor can assign the checking of
acf assistance as it involves limited iydams
dire .demem
wever' pecause the evaluation of the g4 B
Hoan limited judgment, it would not be apprprigte:
1: ditor providing direct assistance, 5
u
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